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Federsl Procurement: A Study of Some Purtisent Properties, Policies

and Practices of & Group of Business Crganizations
Abstract

This paper is a final recport of a quustionnaire survev of
27 industrinl organizations designed to, a., illuminate selected
pexceptions, policiea and procedures regsrding government con-
tracting; b. describe general husiness chjectives and managerial
methods; and c. vield assessments of how the surveyed firms
perceived their present and future business prospects. A measure
of special attention was accorded to explorisg policies and pro-
cedures relating to contractual incentives aad their role in

program planning and performance
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In proportion as Federal g;vernment procurement functions
tiave become larger and more complex, a0 heve concernn'viih devising
effective means of {mplementing then increaged, Shared by the
agencies responsible for Federal programs, by the Congress, by the
industries and other organizations more and more enmeshed in govern=
mental undertakinge, and, not least, by an interested citizenty,
concern with Federsl procurement nolicles and practices has grown
inte & matter of the highest, moat encompessing national interest.
Givine axpreseion to the denth af thia concern in recent vears have
been public displayes in the prass, on ti» cempuses, aad in the nation's
legislatures, together with less dramatic if rot lese numerous
stvdisy and experiments In the fielda of procurement and contracting.1
Our own resedrch adds a further increment to thne sum of these¢ latter,
Undertaken #s a8 broad- gduge siudy of contracting, motivational,
orgenizational &nd managerial processes relevant to Fedecal R&D
efforts, we based our activities on the belief that, regardless of its
context cor object of the moment, effective performance of the
government's procurement role depanded on forging policies and
methods adapted to an understanding of the rocietal, institutional
and human nexus gf their application., Oriented around that premise,
detailed questionnaires and searching incerviews ensbled us to
pureue a great range of vital and fascinating topics with maay
people representing a variety of functions in goverament and

1ndustry.2 Most of the data produced by these invenLigetions
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curtently are undergoiny, analpstg and await later report., Il
g .

)
[

present paper discusan} one portion of those data derived from &
questionnaire survey of a diverse group of business organizations.
In addition to providing descriptive information ugeful in the
interpretation of *ntensive interviews conducted with péésons in
many of the same firms, this survey was designed to, a. illumingte
selected perceptions, policies and procedures regarding government

contvacting; b. describe general buslneés objectives and managerial
:._,:._.y_,_:\.a?: et J y.;._q,-l nacseamantc nf hms thao nuruayﬁod Firmp nere
celved toeir present and future business prospects, A weasure of
special sttention was accorded to exploring policies and precedures
relating to contractual incentives and thelr role in progrem planning
and performance.
The Questionnaire

In our research we relied for data primarily ca depth inter-
views and two questionnaires. One of the latter was completed by
individusls and represented their own points of view. The second
questionnaire, the basls of this report, we called a "Policy
Questionnaire.“* Urlike the first instrument, this one was responded
to on behalf of the organization, it having been made plain that its
content would be treated as a statement of official policy {(hence
its title), How and by whom the Policy Questionnaire was to be
completed we left to the discretion of the sudbject organization

with the stipulation, however, that it be revicwed 8nd certiffed by

—

* A copy of this questionnaire is appended to this report. -
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‘a respon:iQ{u ceopany official (usuvally someone at s vice presiden-

tial or ccmﬁlrable level}, For our part, we agrhed to hold replies
in strict confidence. b ’

In common with all of our methods, thg Palicy Questionnaire
underwent an extended period of trial and development. We have
degcribed this process elsewvhere in detail.z Sut, briefly; the

instrument used consisted of four major sectiocns covering: A, des-

criptive characteristics of the responding firms (e.g., ssles,

PR ~d - I R P Y e p P X it~ o f e =
2o tIyozs, produst lincoc y 2TZ.2, T. J2bollzcs Tootuwel ol ooriil.o

interial orgaanizationul structures, goevernuent contracting experience,

RAD involvement, policies regarding contracting goals e&nd methoda,
and vieuws about incentives; . 8 veview of vivious financinl poli-
cies and practices, including profit goals #nu uses; #od D. muliti-
dﬁmonsicaal.racingb of present and expected faturc orginizational
stetus (e.g., profitability, market opportunities, progrosticetions
of spin-off from R&D, etc,)

Obviously'the Policy Questionnaire was lengthy and sometimes
difficult., Extended discuszions between rhe rerfearchers and the
aghject firms were common both before &nd &fter fillimg it out.
These conversations helped both parties clarify purposes and points
of interpretétion.

Coding Responses to the Questionnraire, Structured as an admixture

——— i

of pre-coded (f.e., fixed slternative or check-list-type) items and

open-ended questions calling for narrative responses, the Policy
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Questiornzire required coding cf the latter into qu;ntifiable
categories, i.e., categories the frequency of use'%f which could
‘at least be counted., Accordingly, after a réconnaiaance of the
completed questionnaires, a detailed coding system was deviéed that
included both categories and ingtructions for nﬁeif_use. A coder
was traine& to usc the code and then proceeded to reduce each gues-
tionnaire to & get of coded responae categories: Aa a check on the
reliability of this process, & second codér independently classified
| G Lauswuiy eUivliiu avk 0GHPIE wi gureiaumeesIlo. Iix.luJiag prc "

S

coded items, the two codere agreed'9&1 oi the time,

Coded data were traneferred to punch cards and their contents
sunparized. Infrequently used code cstegories were identified,
eliminated or redefined, and the Jdata re-coded (and re-punched)
using a standardized computer routine.4 {n all but a few instances
code categories were converted to simple dichotomies for final
analysis, No re-evaluation of coder reliability was undertaken after
re-coding because th( greater eluplicity of the final codes could
only increase relisbility and it already was more than adequate.

Most of the duta generated by the Policy Quectionnaire were

categorical or nominal (l.e., they constituted choices from amons

- i

two or more unordered alternativeg). 1In several cases, however,
they were at least oxdinal, resulting from rankings or ratings.
Also the form of the questionnaire provided for the derivation of

several special purpose "indexes" based on a priori (rational,
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comoen senge) combinations of certain of %Fs items, : )
o The Reépoédinb Organizations
A total of 27 firms completed some or all of the Pollcy 3

Questionnaire. The number responding to awny given item veried, but
the modaIlN was equal to 25, All respéndents, 2f course, were
volunteere, but 2 concerted effort was made te fanclude in the sample
organizations of differing product lines, sizes, degrees of involve-
ment in R&L, ratios of government-to-commercizl business, geographic
location, etc. Speaking genecrally, our resulting sample of contractor
organizations was & follows:

A. Product Lines, Twenty-two of the organizaticns studied
were engaged in a8 ntjor way in serospace or electronics work; five §

vere also involved in other manufacturing and six were enginecering

or support service contractors,

B. Size. Eight of the sampled corporatiens employed more than
12,000 people; seven employed between 2,000 and 12,000 and the

remaining ten for which the infermation was available had fewer

D Ut ol ol AR et

than 2,000 employees., As regerds sales: eaght companies were over
$325 million aravally; six had salesz between $75 and $325 million

and anothar 12 were under $75 amillion in annusl sales.

¥hm e

€. PR5D Spending., A msjority of the firms in the sample were
engaged in R&D work to a significant degree; Nine annuslly spent
$75 million or more (from all sourzes) on R&D; two speat be!ween
815 and $75 million, five between $! and $15 mililon and :;E cther

11 spent less thaa §1 million & year on R&D,
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" D. Invclvement in Government Contracting, Of the 27 firms

>t

'fesponding,'IQ wvere prime syitem countractors and the resi worked
chiefly as subcontractors (although some of them served occasionally
ag primes), Twenty companies did ;ver 80% of thei; business with
the government (mostly with DoD, but with stgﬁng NASA tepresegtation).

E. Dollar-Values of Contracts Held. MHore than half the

gompled orgarizations held or lLad held individval contracts worth
over $10 million; just under one-third had had contracts valued in
Eavcan us :-‘103 TSR PTrITIN

P, Familiarity with Government Business. Most of the firms

studied had been doing business witg\yhe government for some tiime,
Only four had entexrcd the governmené’market more recently than 1957
and fully half had contracting histaries eating from before 1950.
/tThe preceding descriptions all refer to shac unit of tha company
with which we dealt directly., Sometimes this was a division or sub-
sidiary of a larger corporation, Therefore, perspective on our

sample is gained by knowing that among the parent organizations of

the units with which we interfaced, nine were daing over 804 of

S

their total busine;E with the goverunment; six fell between 517 and

80%: five were between 267 and SC% #nd six otners were doing less

than 25% of their total business with the government (one was
unaccounted for).
In summary, then, nearly all of the firms in cur sample (which,

incidentally, included four of the top five DoD contractors and
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three of the top five NASA contractors) were at leasc‘ﬁoderately
involved in R&D contracting; many were engaged in volume production
as wvell, Some respondents vére little involved in government work,
but, on the whole, the sample represented chiefly goyé;gmenc con-
tracting divisions of large corporations or government-oriented
smaller compaéies engaged in aerospacefelectronics work, or else
similarly orieated firms providiug service dnd te;hnica! sunport to
government agencies,

ihat such @ zample may be Somewhat Specral 1n comparison with
industry in general is in’icated by one firm's feeliﬁg obliged to
warn us that, 'Our company is dedlczied first {their emphasis) to
the Government market -- therefore, our outleook reflects this
attitude,” Prudence in generalizing way be advisable, but It is true
ronetheless that a sizable and useful, 1f techaically "accidental,"
group of organizations was agsembled for this study. It was a group
éhat included numbers of large experienced government contractors,
but which alsc offered opportunities for comparative analysis and,
in any ;vent, was one quite suitable to our purposes.

| General Reeults and Discué;inn
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After recoding, all data cogent to the substantive End procedural

-
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issues ~utlined in our in.roductory remarks (a2 total of 41 "criterion”
or dependent vatinﬁles, each of which will be cited in the following

pages) were Eystematically crosa-tabulate&‘(ayd otherwise analyzed)

against eigfé independent or "predictor' variables, viz,:
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1) The status of a firm 2s mpinly a Prime or Subcontractsr.
2) The Sales volums cf the parent conpany. :
3) The §glgé,volume of the responding organization i‘ dé_

(here called, Self). o ’
4) The percentage Mix of government and commercial busipess

in the Parent firm (called G/C mix, Parent),
5) The Mix of business in the responding organizations

(i.e., G/C nix, Self).
6} The volume of R&D investment {(from whatever sources}.
7) ‘IThe Number of Prime contracts held,
8) The Dollar-Velue of the Prime contracts held.

For supplementary comparative analyses, 3 sub-sample of five

large and five small Ffirms was selected from the larger group of

respondents 8o 23 to enhénce contrasts among them.5 For this purpose

a firm was clasged as "large" if it met all of these three criteria:

1) Parent sales of $700 million or moxe; 2) Division egales of $325

’
¥ 1

5’n{nlion or more; 3) Organizationai R&D expeunditures over $75 millicn

annuelly. Conversely, a firm was called "small" when: 1) Parent

sales equnlled less than $75 million; 2) Division sales were under

$35 million; and 3) Annuel R&D spending totaled lwﬁirthan $1 million.

S

b sk AN =S s

-

s,

As with other firdings reported here, results f{rec this sub-
sample must be interpreted with some carxe borh because of the

limited sample aizes and the somewhat specvial characteristics of

VRENTLY SO}
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the firms involved, These zame considerations aliso :aused us to
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confine cur statistical anegl 825 to releiivels sinple techniques,
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J/-At the saps rime, however, because we were here more concerned with
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'generating fdeas than with thé}r formal itest, we adopted somswhat

R

liberal standerds of statim.ical significance.® Consesuently sor

findings should be viewed as indicative rather than 2s decirive,

Il “a

but since, apart from its descripalve tunctiong, we thought of the 4

Pelicy Questionnaire chiefly cs 2 means of developing hrpotheses -

P ; ) ] .
rathes than &5 2 wWay Of veriryliig them, We ¢O GIL CODsiwer this a

.. Fa

very serious caveat, - -

Relations Among Predictor Varisbles, Ws m2ntioned above that eight
independent or predictor viariables wire definzd so that we might .

test against them fluctuations in other measures, Before turuing

» Wttt 93T ed Femdm b BN E Al

to those sudstantive analyses it will be usefst to review the intex-
relations observable among the predictor variables the—selves,

coaneating only on thore among them that were statistically
: ! t: - )
cant., ‘7 R ! G

The most striking thing about those relsations was that, based

on the regularity with which it correlated with other of che iande-

pendent variables, sales stcod out as 8 dominant element, especiilly

tales of the parent firm. (This, of course, wes a maier reason

motivating selection of the large/small sub-sample.) If sales ceoy

be taken as & direct index of arganiituicnal size, Lt =ay then be

G a e NS oD v T W ARt & SIS IAME wt G o Ml S s e Mk

sald that ccmpany size cross-cuts most other predictor wariruvles

and may generally be expected to condition thelr specific effects.,
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Wiiile thig generaiization will be scen typicelly to hoid,
other measures cften have independent Effects and 80 cannot be
regarded ar merely redundant wich size, Morecver, iu substantive
analyses, we shall sce that size is by no means alvays the zost
sensitive poinver,

At any rate, when we sepavataly tabulated the sales of the
reasponding organization (i.e., Self) and those of it. parents and
comp&ved them, we found the two to be'directly zssoclates
(Tau-B=,48, X2=6.03).7 Given that in some cases the reaponding
organization was the Parent, so that any comparison cf fatent and
Seif salee would tend thereby to be artificially inflated, the
woderate magnitude of this corralarion can largely be accounted for
by the fact that our sampie included sone smail units of large
firms. Otherwise though the positive association between Parent
and Self sales bespeaks the general principle that organizational
unit size tend; to vary with overall c¢rganication size.8 Put, this
association being less than unity amopg the companies we studied, it
seened advizable to knalyze the data separately for Pavent and Self
sales,

Lookinz t~ other variables: Parent sales we found t be quite
clesrly related with the magritude of 2 firm's R&D investrews
(Tau=.54, 32-7.82). R&D spending was also associated directly with
Self szles, but the relation wae nct quite so stroﬁg (Tau=.48,

x2-6.01). Thua, it wes largey firms that spent the R&D money,

.
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«1nlthpugh, in our sample anyway, not all big companies spent on
R&D, nor were all the units of large firms that spent on R&D
thenselves necessarily large in terms of rales.

The government/commercial business mix of the parent was only
weakiy related to the status of the respondent organization as a
prime or subcontractor (Tau=,35, X2=2.90). This variable was much
more clearly related with the respondent firm's own (Self) G/C mix
(Tau=,56, K2-7.88). Those companies (parent) with a larger percen-
tege of government business (relative to commercisl rales) tended
to be organizations that handled larger contracte (Tau=,48, X2=4.22).
Prime contractors thus tended to have a lower ratio of commercial to
government business, and the larger contract dollars were spent
with firms having a high G/C mix. Such findings, we might simply
comment, are fully counsisteant with and confirming of earlier demon-
strations of DoD/NASA market concentration.9

Contract values also related with marginal reliability, to a
firm'a status as prime or sub, indicating that primes have larger
contracts (Tau=,39, X2n4.22‘. Acteally, it is noteworthy thet the
relationship is not a very strong onme. Obviously there are many
very big subs.

Finaliy, we found, too, that contract values tended ta correlate

with the number of pfime contrasts held by firms (Tauw=.4], X2=2.84) ~

the more prime coutracts & firm has held, the bigyer those contracty

1 -
%

tend to be,
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Doubtlesa at this poinc some recepitulation is Jin order.
Briefly, considering only our incependent or predictor variables,
we have described correlations between sales {either Perent or
Self) and:

Iy 1) Magnitudes of RA&L investment;

2) A firm's status as a prime or subcontractor;

3) The number 2f prime contracts held by & company;

4) The dollar-value of the vrime contracts held,
The Mix of Government and Commerci&l business held by a firm
(either Parent or Self) we found related to:

1) 1Its status 83 a prime or subcontractor;

2} The doilar-value of prime contracts held.
Contract Dollar-Values were also asscciated with:

1) Status as a prime or subcontracter;

2) The number of prime contracce teld.

In some instances these results have interest in their own
right, either because of the magoitudes (high or low) of the rela-
tions detected or because of special facets of the relationships
involved (e.g., whether parental or self size was the operative
factor)., We have tried to acknowledge these instances, but have net

- dwelt on them, for in the present cecntext the ;eal significance of
cthe analyses just reviewed iays in the fact that, for the most part,

- they revealed no large surprises. Indeed, thev doubtless seemed
cé;monplnce, even old hat. 1t may sound vather !ike making @& small

virtue of a large necessity, but jo point of fact most of the mevrit
i : - : ~ - ) - ‘- ‘c
i .
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in the data we have been discussing is to be Tsund in their familiarity,

. Rampant novelty in the outcomes from Suchu analyses would have had ¢o

prompt some curlosity as to the adeguacy of our research methods,

or our definitions of the variablee studied, or the modes of analysis
we used, or the sincerity of the participating firms., However, the
patterns of empirical relations found among our predictor or inde-
pendent varizbles, preclsely because of their general familiarity,
argue for the validity of our instruments, metheds and data, even if
they can't clinch the mateer.

It also bears =mention, a propos of this crucial issue of validity,

4
“.that our data represent the ''testimony," as it were, of participating

firma. The data's usefulness therefcre restas on tlhe deperndability of
thac testimony, something not susceptible of zimple test, That our
subject organizations took the questionnaire seriously is attested
to, however, by several points of circumytantial evidence. First
there wag their willingness te give the substantial number of expen-
sive man-hours necessary for its complation; secondly we would cite
the levels of review it normally received; third, is the fact that
t.ore than once the process of completing it became an occasion for
crious policy revieus on the part cf respondents. Finally, for
what it is worth, there i8 oisr judgement, based on conversations
with persoune] responaible for suppiying us with the finished
questionnaire,

Comforting as these c(bservaetisns ece, they plainly cannot
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demonstrate by themselves that, even {f it was taken seriously, the
responses on the questionnaire corresrond with any "objective"
reality. Often, of course, this is irrelewant, as when the firm is
being asked for its attitudes or opinions., Then their responses

define ""meality.” Other times, when behavier or facts are at issue,

this it a2 major questicn to which we have no unequivocal answer.

'However. we shall return to it several times i later discusszions

after we have presented additional daza, beciuse we shall rely
QueVALY, 43 WE€ fave JUBL LLIUSLIOLET™, U LI paLLerus OL Lindrugs
to certify theilr own t:gdibility. But later, too, weé shall supple-’
ment these "boot-strap":OPerations wi.th references to criteria
external to the questionnaire {tself that czn help lend essurances
of the validity of its results. In any cass it has turaed time to

move tg more substantive matters,

Organizat.on and Contract Administration

Segregution of Government and Commercial Operations. Organi-

zationally, approximately half the companies we studied at least
partially separated their government from their commercial activities,
And, in at least one instance where there w2s no 'fundanental
sesaration, such as by divisioca" therc was separation by project
organiiation. The firm that structured itself that wey was a large
company doing the buik of ita business with the DoD. Those firms

that d;é not segregate thelr government and their commercial buginess

(agsuming- they had any of the latter) tended to be smaller companies.
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This was true of the firms in our special sub-sample and it was also

indicated by an overall relation betwien sales {Farent) anle/C

éeparation (Taunme 27, x2=3.A4).

. At least tw&(mutually compatible) rcasons can be adduced to
account for this difference: 1) Smaller firms may lack the resources
(capital, pefaonnel) to accomplish separation; 2) Sualler firms may
have more gevernment involvement (proporticnately) and/or less
product~-line diversity and hence a weaker need for separation. At
Gy LOLY, BugpLOLiULe Leti @ FuleUes wi ovwie2ot0 aps fios enis vind ac
operational segregation, when it occurs, «rises mnainly in the form of
an adaptation to 4ifferances in coanditions of deing business in
government as compared with commcreial markets, differences which
apparently have to do with 2pecielized patterns of custoner relations
(iLcluding needs tor more extemnsive contracts specialists and reporiing
facilities) and variations in quality control problems and metheds,
However, R&!} and project-related technological imperatives nay in
reality be more basic factors impelling segrogated as distinct
n

from simply specialized or elaborated organizational structures,

In fact we did find G/C separation tn be strongly related to

R&D Investment {(Tau=-.62, x2=9.64). Evidently R&D-~dictated "“problem-

solving-types"” of organization mixz poorly with the more functionai/
bureaucrétic structures conventional in ordinary production-oriented
onerations {whether government sponsored or commercial). Suggescive

asscciations could also be “ound between sepsration and the G/C mix
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of Self (T=-.33, X?=2,59) and Contract Values (Taux.37, X%=2.57).

We conclude, then, that actual separatiorn is chiefiy a func-
. i
tion of the technological ":riggcr"‘hlctor of R&D involvement, with

size also a relevant variable. Business segregation may, »n other

words, reflect a size~induced organizational differentiaticr proeess,12

the directions of which are technologizally guided. The suggestive
relations between separation and the other variables seem to imply
simpiy that there must be some technologically relevant oroduct-

line diversity and that iucceasing amounts of government business i

~

withiz th2 unit itsclf haatens the differentiation process, as do

larger coniract dollar-values (by’providing resogurces to support it),
We might conjecture that were these latter vclations controlled for
type of business (i.2., k&D va preduction) the observed associations
would emerge move clearly.

Contract Administration., From what we have just s2id a tendency

cen be inferred for the companies we studied to have ,2t minimum,

nome speclalized administrative apperatus for conducting government
wori. They did. And alpmost always this involved some form of
contrsct administration services if only in the persons of a couple
cf contracts administration specialists, Posgsession of such adminis-
trative resources amounts to @ condition for doing business with tie
governmenti Functional requirements for these resources are widely
recognized "barriers te éntry" into the governmeant market.13 and
organizational limitations on contract néminist:stion capabilities

doubtless works to discouzage bidding on certain contractes, Oour

w1
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impression has been, however, thaé;‘neceasary as it may be to have
them, the opetvation of these services, do not, excent in obvious
wuys; vary materially as a function of variations in contract
format, o -

,-- 2l ".

. .
Effects of Contract Type. I was more the exception rather

than the rule, for instonce, when 2 recpondent stated fiatiy that
they administered incentive contvracty, say, differently from other
varinties, One ficm thut did, & &edium—nize, R&D-oriented clectronics
company, sald that n {ts operaiions, "A strategy is establisned
relativei“) the way in which we will attempt to achieve the

maxicaun é&sitive incentive,” Similarly, a large aerospace prime,
when asked LI it administered some conzZracts differently 1rom others,
answered, ''Yes, sprcial administrative controls /E:e placeg7 on
incentive demonstratiouns. Cetaleg preparation [Eetformance and
schedule eventh and approval is [ihg? ms jor difference,” A tech-
nical unit of another large aerospace prime commented that, All
contracts are subject to regular pariodic manAgement review. In the
case of incentive contracts special focus 1s given to status, trade-
offs and profit impace under the inceative structure.” Much more
¢ommon, huwever, were siwmple sta;;ments like that of st#ll another
big aerospace contractoy: ‘'No, procedures arce the s@me.”

Morceover, in cur data generally, we €found tendencies toward

closer contract monitoring and coutrol with referencz to incentive

_ formulas or opportunities to vary with nore of our predictor variables
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save fur a suggestive association uith Number of Prime Contracts

(Tau=-,28, Xz=2.29). 1t seems likely, in this connection, that

4

increasing numbers of prime contracts will be correlated with in-

creasing organizational expesure tc fncentive-type formats aand that,

”

therefore, firms simply accormodate themselves to them. In other

words companies adapt their structures and operations to the condi-

tions under which they regularly do business.

Vi wdu . e eT Ay i

Even po, apparently incentivas have iittle effect. We found,

o

1 1act, wnec fully CWO=TAlrds Or our sampie did not adjust contvact

EIR

administration preocedures in order to maxinize incentive gain. That

i
PRGOS { T3

i6, only ore-third stated that Lhey ad]usted formal regulatory pro-

cessen to exert closer monftoring ot control over dimensions emphasized

-

——ail

in contract iucentive formulas.
Severa! firms did commént, however, to the effect that incentive-

type contracts tended to get somewhat more managerial atteation.

One company, for exsmple, in reply to questioning about differentiae

tion of administrative methods said that it practiced unone, “except

satnaisd.

" perhaps mznagement is more semsitive to the incentive provisions,
but the same cost controls and progress reporting to‘management is ‘ 4
maintained cepardliess of contract tvra," Another contréctor . .
angwered fn somewhat the same rein sazying, that very few éctuval

adminitetrative differences existeé,gth “programs are reviewed at

RS

a higher level more often when incentives are involved., Additional ]

detailed weports are {ssued to program mdnagers.' And somewhat

- . - . T
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sizilarly, & large electrorics company, while professing to “no
basfc procedural differences" in contract édmlnistration, did note
thae, "Reports, however, ar; designed to reflect me=asurement
[3gaiter/ incentive opportunities.”

=
Intereotingly, none of the small contractors in our. selected

-~

sub~-sample accommodated administrative procedures to co;tfact
forzats (it wss thé lerge contractors -- although still only a
aizority of them -~ who more often adjusted, vr tried to adjust,
to Incentive formats or Gpportunitieg.) Controliling for goverament
sin-.'o?.vement did not seem to offer any prospect of alter{ng these
basic relations.

Furthermore, contract inceatives appeared te exert little
infivence over organizational resource allocarion., Nearly all

saontractors reséonding (i.2., 21 of 23) asgerted that iucentives
had oo or minimal effect on reSOufEe allocation, Of the me£e two
firms thet said incentives did affect resource allocation, ovne, &
"major systeme" wember of sur “large' sub-sample, explained that
Yreseurces may be adjustee to;respond most effectively to incentive
gtructures if potenzial trouble spots arise. However, incentives
Eer se are not the only fsctors in decidigg respource allocation --
program size [Eqé? difficulty are involved.” Echoing these éénti-
ments, another bilg aerospace priqg asserted, "Differing incentive
structures have little, if any, effect cn these mhtteré. Size andforv

natyre of the work or project primarily aifects such matters."
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Diffusion of Awareness é; Contract Types. In a context of

P
ey

- t * .
l R&D work we inquired, too, about the extent of awaremess throughout

a firm of the type of contract (CPFF, FFP, etc.) under which work

} - 3 ..
syareness was not presumad to extend below first-line supervision, |

o -

and often not that low. As cne big prime put if;;awareness is

""not necesgsarily widespread."” This was sg true of incentives as of i
. e

- -

- N2
anv aother contract feature -- workinc-level personnel rarely wore -
§ ae ) - { ’

made aware of contract forams, except perhaps incidentally. One’

td 2

smaller service contractor, for exemple, pointed out that, "Differ-

e —_

ences exist throughout the organization *- degree of awareness [is

N determined by group operating mansgers. - . s

-

N

It was distinctly vausual for a firm £o strive systematically

to exr;ﬁd avareness to operating levels. One that did -- a large

-

. service contractor -- described itself as having an, "excellent

communication system; personrnel In the f£izld receive written memos

at short, frequent intervals. Hezz office personnel make planned’

b

vigits to field offices each year and field‘personnel visit the
: home office for one week each year for trafning 2and brigﬁiné.‘ -
But limitation on the diffusion of awareness was prevalent among
contractors in general, as we have said.
Any variation in "levels of awareness” was unrelateé to any R
of ourv predfcter variaﬂles, although, if nnyéhiegj‘flﬁitation on

awareness w&i slightly more proncunced among the small firms-in ‘our

P . - Far

was being done., By and large (i.e., in three-fourths of the cases) ‘: b

v - B} Y
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pslected sub-sample, perhaps because Lhey bandled fewer different " H
’ -t - N,
’ , - B - )
types of contract. If many different types of coniracts ave handled a3, 3
e R L
. T ~ , -vl s
by a firz it i:s not unreasonable to suppose that mechanisms will be A é
.- . b o 3
N developed to pase contract terms down the lipe, insofsy as tuis is . _.::eg
Ay - L
‘ Y 3
. A
pertinent Co performance., 1€ little variation in contract formit is e -3
) <
I [N H
. > . - . ‘542: 1]
encountered it is only necessary for operatiens to be performed < e
Phid ~ T Y
. b . ; ‘ . £
r H . - ) ) ¢
Sicgeding to custom, The declsive consideration hergL of course, is 5
- - > . * 2 i
-thether zwareness of contract(furm is deemed pertinent to nerfc{ysnce. i
- LA ) 'r: &-‘r; :
Evidently uidegpread zuareness is not crmmoenly so regavdeds He BJ,-fL > 3
: T H
. £ '
surmise that this is so because variations in contract form are ’per~ }
- T ) - - K
ceived te be pertinent to perfozmance excepl as wa shall esuggest %
shortly, ST SRR
2 _ Meanz of Inducing Avar:ness. To the extent atteampts trere mace
M oo o o 1. -

_— — - > -
. to induce avareness of centract forms witnin “he operating systems

. . ‘
. ; . S ;o
s waste nd ot Bk, Aatha e 31 et Vet el r ek L et ot BTl ol e s

(Y

' of companles, generally epeakingf:IJgtal cexmunication {in the shape -
. G -T

ty

- of detailed briefings and/or reviews}.contract-based program planning,
! o - .

budgeting or the like) and unuformalized super visory-managerial
. communication methois were relied upon about equally, This observa- ST
tion applies bath to incentive features and to perform&nce_paramefé:su

Illustrative of relatively formal metkods were those employed

A

s

v

by a large gystem prime: Contxact briefs, interral work aathorize- -

b
- /!‘L
A

tions, contract kickoff segsicns of projact team!:Lnd reaular project

raeview sessions.” MHore of & blending of formal and informal methods

»
-

was the description of “weekly prograw revizws of coct, schedule und

[}
~a
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) )r)
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performance. Lotentives are stressed at top levels of sypervision
and from these poopla Lilters ébwn through esch fu{ltional organiza~
tion."” Much more informai, at leagt by implication, is the method .
sketched by @ medium~sized electronic component manufggtuzer which ]
noted that "supervisors participate in the contract and they have
profit and loss responaibilgty." Finally & sm2ll-R&D outfit relied S
entively on "supervisory communication,'

The vse ¢f detailed briefinzs and/or revieus (whether written,

or&l or bothk) to induce ewareness cf coutract provieions varied

ad

guggestively with Seles (Self) (Tau=.32,-xz=2.38); Evidently
this methcd is used wore often by larger organizations (a t;ndency

we shall underscore mamenterily). Contract-based program planniag, "

budgeting, etc: we found to be cleerly associzved with a company's j
atatus as a prime contractar (Tau=.47, X2=5.34); use of unformalized s
supervisory/menagerial cemuunication (including distribution of

namos, newysletters, etc,), on the other hand, &s might heve been

14

auticipatad, showed signs of being relied on more often by smaller

centractors (Self Sales: Tzuy=-,31, x2u2.25). ) 1f

PRI LTSV

Reinforcing our inferemce that size makes & difference not only
in oriuntstions tovard the induction of awareness oj contzact formsts,
but also in the methods>used for its accomplishzent, was the discovery 4
that o pronounced difference axistzd between the lecge and small

contracters in our Selected sub~sample: tha lazge ones relied gsolely

- . .
(A .

gn’ corma) methods of comaunicarion, whereas the swmall ones placed

Vi
1t

Ve e MY AT s 4 O D EIA e AR W g g v Ir B S S AT B e Y PR e A

—— E it - A i e =t — s = =



- . - et e mar S s T g _?
3
3
3

NN B
. A - - RN
- B PR B} R R
C ot ~ B . L.
.- _ oo ~ . N catT - Lo
- _ - - . . ENE -

Che,
v

23

more importance on unformalized supervisory-managerial channels,
even to the point, in individuel cases, of depending solely on such
methods, P

r -

Differences 2meng firms 15 thelr means of inducing awareness of

,

FEDVUS F RN PRI Y TIV R, N

X%

contract provisions wese not so sharply etched in the instance of
production contracts as they wexe for R&D (highlfghting once again <

the contrasts betweep R&D aud production environzents created

e

WA

earifer). Differences in method as between R&D znd sroduction

contexts seemed to have to do mostly with the inclusion of 'more

1y

[internql? organizations" in the case of production contracts. -

Differences in method emerged cnly when contxact siées were smaller:

contract Dollar-Value was cleexrly associated with R&D vs production .

differences (Tag"-.Sﬁ, X2=4.96). Qur data contribute nothing to-the\

interpretation of thig result, but we are prepared to guess thaf it’

means that small R&D efforts are handlied informslly, whezeas small o ]

preduction operations, like large ones,.ére handieg grfstandard

operating procedures. ] o . . C
Focusing somewhat more sharply on i;centive st%uctures in

conuracts, we found that, across all contractors, incentive terms

were '"'passed” through their organization (to the extent'they were) . 2

about. 2qbally often by one of the following methods: 1) By describing .
incentive structures selectively or in generalitfes; 2) By detailad
recitetion of incentive structures; 3) By monitering projects with

reference to Incentive structure (usuvally coupled with perivdic

~ “

veview meetings), -

&

%
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Ore eclectronics firm, fo€ example, simply distributes
"internal §ocumen§s suﬁmarizlng provisions of the contrasts.”
Anothez, however, goes some distance in explaining "how targets
an¢ budgets are determined and requirements of:higher level
supervision for operating levels to meet plans and budget§ 13£§/
established with.full knowledge of contract provisions.“tlrurcher-
more, in this company, “key participants are Invariably required
0 bé fariliar with contract provisions.” Ia a major engi&eering
riTm, it it 1s 3 complex incentive éontract, functional departments
are informed, alozt;yith others, in briefing meetings. If it is

. B S

a simple incentive cootracé, simpler ﬁéngs are used.”" This same
firm, however, nofed that budget~systems, co;trol systens and
project meetings or reviews were the Vmain tooi." This thixd
alternstive was uséd ;xclusively by the large countraztors studied,
again suggesting that such o:ggaiiations tend to sccord somewhat -
greuter emphasis to incentive provisions andfor to be samewaat
better sdapted organizatiornally to actualize their interest.:

&gain, this tiwme with_pa:ticul;r reference to incent%ves,
we ﬁrobed generality of awvareness -- whether incentives Jé;e
cemmunicated broad{y throughout crgsnfzations or restricted on some
felective basis, ﬁa might have been anticipated from ey esrlier
observations, awax;ness of incentives was twice as iikely to be
selectively targeteﬁ as it was to be extended generally or to be

.. 1.

nonepecificilly limited., ) Sl

A large electronics firm, for example, sczated simpiy that,
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"The details of incentive structuring are made known to department
top-management levelds only,"” And a component manufacturer observed
that, “Usually producticn workers are not aware of profit potentials,
but they are aware of incentive pressures.” Kowever, speaking for
the minority, a large electronics firm said, "Qur production

workere have been toid how much a reduction ir costs will add to
profits in some cases.” Similarly a big aerospace company answered
that while "production workers are told zsbou: incentives/ we make
no special reports on incentives.' Another major aercspace con-
tractor made the point thet, "Emphasis is placed upon performance

and schedule incentives to which employees can relate their efforts

(enphasis added)." And, once more, larger firms showed & tenderncy
towars; wider organizational 1issemination of incentive features
than 4id their smaller counterparts,

As we shall conment later, it is not always clear that effort
can be unambiguously related to incentive structures, but it should

not escape attention here thst cost incencives (and surely complex

_incentive contingencies) were not cften counted among the things

to which "employees Jan relate their efforts.” It seems likely
anyway that whit is being sought from the incentive is a generalized
augmentation of effort and not some specific decision-rule.

Incentires in Subcontracting. Not always impressive fcr their

quality, studies &f incentive cuntraciing are nevertheless fairly

numerous, Most of them, however, have focused on primes.la Yet
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I

twerty of the contractors we surveyed suid they had 1et‘9:‘rvccived
subcontracts with incentive provisions, Sixty pevceat desF}ibcd
their use as “frequent" and 40§ zs “%nfrequant.“ Hére especially
size appeared to he an igportant vari;ble. All of the large {irms
gurveyed had been {nvolved in frequent use of incentive-type sub-
contracts., Anmong the five small contracters, two had had no such
experience at all and the other threge had only infrequent experience,
She wording of this question (i.e., "When you svbeontract, how often
ave inceniives used?"} suggests that this result is not attributable
simply to differentiai amounte 2f subcentracting. However, it may
reflect differences in contrect sizes (i.e., major ve minor pro-
grams); from our dats we cannot tell,

Illustrating the policies and practices of the firms we studied,
one mediuw-size -ompony, when asked if they had let or receiveéz_
incentive-type coniracts, answered saying, ''Yes, but only unde}(
ar incentive-type prime and when the pature of the supyly or ser-
vice warrants such action. Uccasionclly 3ub-conttncts-are awavded
which contaln & bonus for occelerated delivery where schedule con-
siderations are parzmount. The most fraquent performance incenti;=
used . . , 1% {n the form of a pennlty or ‘liquidated damag;;,' but
only when schedule requirements are critical.” A support services
co;tractor related that it uped "performance and delivery incentives

to enhance meeting critical dates in & prime contrsct.”

Somewhat o~ e generallzed was the srgument of a large acrogpace
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flem: "When appropriate and xeasible, Firm ?ixed_?rice contract 1is
"gsed. Lf R&D is the essence, & cort reimbursement type with
appropriate incentives its better calcuvlated 2o get the right jot
done.” Another similar coapiny aiso indicated that “firm, fixed-
price-type subcontrecting is . . . praferable because this normelly
proevides inhevent 1ncebt£ves for scppliers to produce higg quality
hardware." This compeny did allow, however, that 1¢ used incentives,

“Where the subcontract ‘s critical to the prize.” The response of

S izl Iystem prime
wag somowhat sispler: “To place fthe/ subcertractor under conditions
simiiar to /the/ prime -- make him recognizz we have incentives.”
Taking rather a different, even blunter zack was a large elec-
tronic systems flrm which stated that it used incentives in sub-
contracts, '"To enhance the opportunity for tks prime to saximize
his profits.” A big systems engineering and software company ex~
plained its views on the subject ia terms of efforts, ", . . %o
match risks and motivetions as closely as poszible with the prime.”
Quite nmagnanimously, on the other hand, a largzc aerospace contractor
said it hoped, ". . . in a few cages, to redvre v{ska to rhe sub,"
. We were able to classify the rationalcs supplied for use of
incentives on subcontracts into three general motivational cate-
gorles which, in order of frequeiicy of occuresnce, were:

1} To induce motivation with an express emphszis on

performance quality &nd/or delivery (a=9).
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2) To induce goneralized motivation or operational
diacipline ~« to insure that work receives the
attention of management (n=5), l

3) To distribuse risk more equitcably (n=3).

When large and small contiractors were compared in cur sgelected

sub-sample it wae found that the large ones distributed themselves
ac;oes all three categories, with least emphasis on No, 1, Small

contcractors, however, empheasized this alternative to the exclusion

of all others. Thus the small firms appeared to be more “performance-

centered" whercas, relatively speaking, the large ones seemed more
cuncerned to distribate risk.ls -
Of more than pasaing interest in this contex: are the comments

of a smallish support services contractor, more often the recipiert
than the doror of subcontracts; contracts it belie;ed subjected it
to a multiplicity of wide-ranging organizational constraints arrived
at "subjectively" by the prime, This sub was persuaded that under
such a systea, “Nou cannoc exercise good business judgemernt since
you ca&nnot find out which are considered the most ifmportanc areas
that affect your fee,"

We should polnt out, since iz may not be obviocue, that in

asking akout 2 firm's rationale for using incentives in subcontrac-

ting (and in sailary administration programs, about which we shall

cpeak shortly) we presumed to tap basic beliefs ahout the functions

and utilities of incentive structures in coatracts, In other words,
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we went on the zssumption that the reasons why fitmslyse incentives
in subcontracts -~ or the conditions under which>;:2} use them -=

P
e

"and the use of such provisions in thelr own internal payment schemes,

would tell us something tbout how iLhey evaiusted the use of incentives,

and &lso about how they themselves responded to them in their own
operations. .

Competitior in Subcontracting, We also explored certain other

policiea regarding vubcontracting, at least as regards dany disposi-
tioﬁg that might exist towaerd relizace on an "established group of
subcoreractors with whem you've had & long~term relationship involving
the kind of work required."” A large aercgpace contractor answered
thie question by saying, '"No -- our work it open to all qunlific;
bidders." A support services contractor sald, “"Subcontractors are
aclected on the basis of technical qualifications and low bid,”
adding, however, that '“diveristy of work requires this policy."

Such relatively unequivocal iasiscences on & consistently
competitive procurement policy were not the rule, however. Much
.ore typical ave more qualified practices, like those of another
bily a&eroapace company which pointed out that, '"Generxally a compe- o
titive philosophy is pursuad in circumstuances involving special
skills, products, etc,"” but, "contiacwed sole scurce will be
permitted.” Another comparable company asserted, "All procurements
are bid competitively" but then added the qualification, "except

followons," L.d went on to note further that, "pset performance
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bears on selection," Still another sis lar firm likewise said:
"Subcontracting is subjected to compatition with vecovd of past
perfermance & critical factor dur to tae tigh reliability require-

ments of aerospace programs.” Going still a further step down the

i S dealint 1

pike, & smaller engineering-component organization explained that,
“Wherever possible the msximum practical nember of qualified

suppliers are solicited prior to award of a subcontract. Assuming

St

that ~ape relarionshing bave been sariefactery. however. the
establ-shed contractor will be solicited and his pexforwmonce will

be considered in the selection of the suppifer' -~ 2il the while

< €

miintaining a "maxinum"” of competition. Wcrking much the sam: w3y

wasg a major électronics company that described its policy thusly: >
*Subcontracts are awarded to the most capable available source on
a comge;itive bagis insofar as practicable. Purchase orders, on
the other hand, are mest frequently awarded to firms with which we
have developed a favérgsle iong-term relationship® -- but again
on a competitive basis insofar as possible.

“geveral respondents exﬁressed & more explicit rellance on
eatablished busciness relations, A big aergspace manufaéturer stated,
for imstance, “Yes, in some considerable part," they did use a
"stondard” 1list¢ of gubs. Their contention was that, "assurance of J

competence and dependabllity to produce what is regquired and on

gschedule is thus erhanced.'" CTensistent with this philosophy wes che 3
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practice of a medium-size comporent manufacturer that respornded:
“Mnjoé gubcontracts afe released to subcontractors who are reputable
in their field and who can meat spécifi&atioa and Q; A. approval
requirements," Finally, a technical-engineering outfit put it most
simply and directly: "Yés - to 1Eh§7 post efficient and vsually
qualified vendors,™ S 1
Reliance on "ﬁure" competition in sub-contracting wss thus
clearly attenvated 2mong our respondents, although most would
probably endorse the »rinciples of a large support service contrac;bz
that deacribed & policy of relying on an established list of subs,
"but only to the extert that they can meet competition.". ¥orecver;
a big system/software prime undsubte&ly spoke for many others when

it said that, "new sources are constantly sought /in order/ to

T4

benefic by the rapid advances in state-of-the-art inherent inm R&D

work." - .
The tendency to depehd on established relations, especlally
for on~going #nd followon progra=s was justified this way by one

large aerospace prime:

),

a) The cost to the program cf providing tooling and
test equipment to new aources, the cost of modifying
existing toels and tesl equipment to fit the new
suppliers! facilities and the cost of supplemental
tcoling because the new source does not have the same
capital equipment reduces the savings to the program,
b} The cost of requalifying products m~nufactured by
new gubcontractors., ¢) The risk of schedule non-
cuppert anc uwaacceptable levels of performince and
reliobility due to the new source's unfamiliarity
with the problems of the program,”
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' Expense, trust, risk and familiarity, therefore, cmerge 8s presivres
conséraining against exclusive reliance on the competitive s;iection
of subcontractors, 7This being so, mewould surely be justified in
presuming that things would be little different in the selection of
p;imes, procurement regulations and what not to the contrary not-

withatanding.

Use of Incentives in Organizational Reward Systers. For

reasong we heve outlined in previous passages, our juestionnsire
included the following question: 'Does ycur orgarization employ I

any form of wage incentive plan (i.e., any system for providing extra
monetary paymentr or other considerations convertible éo money w=-

€.g8. 8tock =~ in direct relation to indfvidual 6 group or compa.y
performance}?* Responses to this question were highly voried, but,

by and large, such internal incentive systemswere confined to manage-
ment levels, often to executive levels. A component manufacturer,

for example, relied chiefly on managerial stock options, but added
that the "company has #2wa2vded tc personnel bonuses for performance

or achievement," but not at levels below the supervisory. Fairly
typical was the response of a systems engincering/eunport couiractor
which said it used & "manzgement incentive compensation olan /in which/
approximacely 2% of our employees participate., Theyv receive incencive
compensation awards based on both organizational and individual
performanze #3 measured against previously established goals,”

Along the gsace lines was the plan described by a major electronics
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firm: "H;nagement incentiv;ucompensation is awarded annually to
‘top-~management and second-level management based upon corporate
(our emphasisj over-2ll earnings and contribution by the individuyal,”
artially inverting this practice wis a big aecrospace company
whick had no inceative plan for top management, but for middle
management: YAn incenlive compensaticn plan is used whereby those
employees vhose performance during the previous fiscal year ir exces-
tional are recognized by substantial but variable monstacy increments.
These awards are recognized through supervisory channels, reviewed
by Divié:on l;anngemqu., and approved by the Group éresident's
Office," This firm, however, aleco had a "seilective” etock option
plan oriented to "key officers" and designed to xeep them with the
company. Somesnat morz involved was th2 scheme used by 3 iarge
aerogspace manufacturer which described 2 “"ganugement i1ncentive plan
for executives, /based on/ annual rating ¢f individual petformancé;
special awards (bonus) for middie management, lzlac dependent 937

individvuas performance; discretionary stock options for executives;

a saliary adjustment plan involving merit and promoticaal iancreases

for all salaried employees,lﬁ;{§7 no general or producrion workers'

profit sharing or piecework plan,”

Reviewing the various plans described by our respondents, it
was evident that they were frequently selective and/or subjective,
but it was not alwaye clear just how iScentive Awarde were correlated

1 R
with discriminable individual or work-grocp effoct cves though this
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éommonly uli an intention 6f the plan. For exampla, one big aero-
spoce prime sketched & generalized program consisting of a2 "ﬁerformance
bonus to all employecs based on end item delivery." An electronic
component manufacturer said it used a, "1) subjective bonuys plan for
division neénagers for outstanding Division resultz;' and *2) cash
profit sharing for the wheole company," <Combining nearly all the
festures of non-specificity, selective ;argeting and subjectivity
already noted was the practice of a major support contractor according
o which a1l egalaried emplavesa narticinate in a nn'u*ngn and mtocelk
rlan which &llows them Lo save 1; percen£33§7 of. grvoss sslary and

have the company mstch it 30%., Senior executives participate in

an anntdl supple-went2l coupensation distribut/on which aversges

16

about 10% of their annuzl salary.”

Some Conclusions and Judgements Regarding Incentives, Ino our sample

2lmost twice ds many contractors (15 yg eight) did not structure
arganizational regulatory processes to coincide with incentive for-
mats a3 did, Closer monitoring and control was not commonly exerced
in the direction of iuncentive formulas or opportunities, It alse
appeared that in practically no cases did incentives paterially
affect resource allocation, From thege findlngs it sesns apparent
that incentﬁ;es have little or no Substagtial ef{fect on grbcs
{macro-scale) organizational strictures or procsses.

/ Regarding thz targecs of incertives: in the majority of cases,

avarencss of tie Incentive structure was concentrated st mansgerial
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levels -~ incentives are directed at the contractor's managerial

-

personnei (where chey may have some real informaticnal or "attention-

.

. getting" effects about which more in & mement), Furthermore, this

{s altogether concistent with thv.fact that most intta-organization$1
waze/salary lncentive schemes foc;s poth loosejy and selectively on
mandgexial pergonnel and it hacacnizes, too, with usuwal policies and
practices in the subcontractual uese of incentives. Implicitly or
vxplicitly, wittingly or unwittingly it is the managerial wmule that
i3 keine orodded with the incentive 2w4. 1Moreover. it would acopear
that, te the extent centractuel incentives are used to galvanize
2iforr, they &re oricnted more toward schedule and performance than

toward cost paramsters.

The pertinent questiona then tecome: what sre the {ntanded
effects of contractual incentives oun oiganizational and managerial
performince? In the firet place, it must be regarded as dubious
that they work directly to induce “c¢cot-consciousness,” More‘likely
they work orgaunizationally in oppased directions by emphases on
performance and schedule. For this to operate to enhance cost -
coatrel, one would have to assume 2 strong and well orchestrated
managerial program in couater-poiut to it, Secoundly, if incentive
etructures ave intended to "motivate" managers or to control their
des’cions, it must be true that managers are evaluated with respect

to their performuiice {or the performance of the organizaticnal units

or functions for which they are resgonaible)}, not just generally, but

cn incentivized contractual dimensions. Evaluation does show signs

- ' N
-

S B L P -

adné-ma:{mm -xwi

ARt mir it a LB L oLT ks TN by WA oA SNBSS rade

~au

S T

T e

FEYE NIPORTNY

et



i —

RN - P mae ey [ ' LN .- - - e .

36

of at least approximate relevance to individual effort, but there
are no real indications that this be2rs much relationship to incen-

tive features of individual contracts., It more likely relates to

overall performance, 1t is possihle,zbf course, that incentivizing
aspects of the manager% tasks or work environment provides nim with
information useful to the effective organizaticn of his respongibili-
ties by indicating things that his evaluators think importent. Tnis,
however, is a complex issue that will have to m:ait another time
for extended discussion, For the present we can do no more than
5

hint at the possibility that incentives serveumainly an "advisory"
function influencing, but not controlling decision an& performance,
From such a standpoint tne effects 9f contracteal (or any other)
incentivee could only be evaluated from a knowledge of their relatious
to contextual elements at the time of decision and action.l

The broad situation regarding the operation of contractual
incentives, including their susceptibility te being "washed-out”
by "extra-contractual influences" was nicely semmarized in the
remarks of a large aerospace-electronics firm, which we quote at
length.

e o » in reviewing the events of the past few years

involving /the/ perfurmance of major aercspace con-

tractors . . . there i3 one motivation that stands

out gbove all others. This is the determination of

a major defense contractor to design ani preduce a

praoduct, which, when held before the TV cameras and

newspapers of the nation, will perform 'O the
first time, This stems £rom concern over his continued

bk

LA RITE

250 T et e

Jp—




37

success 1n the defense marketplace and the vealization,
in the case of many with commercinl enterprises, that
2ny tarnish on the corporate image may lead to a
damaging deccline in acceptance of the company's commer-
cigl pyoducts. Genuine concern over Zechnological
leadership and the quality of the country®s defense
capabilities arc alse major factors , . .

There i3 no cost incentive which will deter the
contractor from incurring costs to assure successful
perforspunce; nor arve the cost, performance and delivery
incentives as strong & moti{vation as the contractor's
own d2trermination to achieve successfnl performance.
Exemined in the light of the cost target for &ny one
contract, this may appear to be flouting intanded
controis, Comnsider, however, that a spacecraft which
fzils in its musgion and wastes a rooster has cost the
Governnent mény millicns of dollars, In most casges, the
fiight has to be repeated, The experienced lose is far
greater than the extra money that might have prevented
the failure.

So much for contraczual incentives, for the moment at least,

Contracting Goal. and Buainess QObjectives

In our quertionnaire we yndertcok to develop informstion about
botn concrete contracting (negotiation) goals and about wore general

business objectives, such as profit targets and related financi="

AN

‘orfientations, What we wanted to learn more about were the general

ctandards by which companies evaluate themselves and also the kinds
of goals they generally set for themselves when negotiating specific
contracte.

General Businegss Objectives: Profit Targete, Among other things

wa were interested in getting some idea of the kinas of profit
levels firms saw to ba "high" or “low.," These had long seemed to

us "fuzzy' nctions. Furthermore, Katona has pointed out the need for
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more infoermetion about the prorfit and other standards around which
businesses organize thelr decf{rion3, commenting on how little is
“known 8bout prevailing grouv stsndards and velues (p.98)."18 e
asked about both retuTn on sales and return on investment, but'gat
little useful response to the latter, so for the present wa shall
refier only to sales., Leter we shell speak again to the matter of
ROIL.

When queried about whet they conceived to be 3 "desirable"
going~cut pyvofit (after taxesji: five kirms saic 3-5%; eight ssid
6-9%; and nine said !0 or more percent {five didn't say).

As ragdrds a loa {after tax) prefit level, however, the mean
figure was 5,9%, but with 8 standard deviation (8) of 2.2 and a
range from & minimum of two t¢ 8 maximum of 12%. The mean figure
cited as representing a high profit level was 11.5%, with a 3 of
3.2 and a range from 6~20%. Obviously, then, there seems te be
nothing like 3 standard reference point as regards "high'" and '"low'"

profit levels, Variability of vicwpoint was plainly the rule and,

indeed, the aggregate distributions of high and lew Zigures exhibited

considerable overlap, One man's elixer is plainly another's poison.
Uhat proflt one manager might see 23 high another might see as low,
and vice versa,

As might be expected, company size was a {nctor contributing to
this diffevential profic perception. In cur selected sub-aample,
for instance, the small firms recponding to the question tended to

look upon a going-out prefit of 6-8%7 and upward asg 'reasonable,’
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whereas the larger companies thoughkt 6-6% 2nd downward was reasonable,
By the gsame token, on the average, small c0mpan$és described

& minimum acceptable profit level as 6.25% (with a range from 5-8%),

while large ones said they were willing to settle for 5,3% (range:
3-7%). Even more divergent were comparisons for maximum (or high)

limites of an acceptable profit range, All five smafl firms listed

15% «s the approximate upper boundary of an acceptable range; the
large firms averaged 9,0% and ranged from 6-127.

Seemingly, then, largux contractors think substantially "smaller"
about profit rates than do small contractors, Actuali&, in our data
as a whole, clear relations between acceptable going-cut profits (as
percents of sales) sand firm size {(Parent Sales) wvere discernable
(Tau= .42, X2"3.96). Firms with high sales plainly were prepared to
accept louer profit rates (or at least said they were). Very
pcssibly larger firos with larger contractz, orient themselves less
in terms of profit rates and more in terms of absolute profit dollars,
which would not te surprising anvway in view of budgeting methods and
the absence of standard benchmarks for profit rates, BKut this ten-
dency wes gtiil more pronounced among firms with a higher ratio of
goverament to commercial business (G/C Mix, Parent: Tau=,60, x2-7.&6),
and among prime contractors {Prime vg Sub: Tau=.57, x2-7.06). Thus
not only do large firme think smaller about profits, but {and even

more) so do prime contractoers with heavier rclative percentages of
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Table 1

Hean Rankings for Total Sample and Select Large ¢4 Small Sub-sample of Functions
- of Profit -

as [
- ’(a
S

(Listed in Rank Order by QOvercli Means)

R
: ]

P A T S D S SR T S 2 U AT T e Al s SR CuzeBiinds

Function _Totalx _Iargea ~Smail
X s X 8 X s

Enisrge cepital hase (growth) 2.45 .81 2,5 .S 2.7 .7

Pay stockholders and attract capital 2.5 .77 2. 1.7 3.1 1.7
i
Mant cnvrant conirpl wampivamaars 2,62 20 2.0 e H.3 t.l -
. . i
Finence internal IR&D 4.06  ..6 3.5 .86 4.0 1.3 1
He_sure overall performance «ifectiveness 4,02 1.43 5.0 0 4.6 .7 3
Other $.11 1,52 6.0 o 4.6 .7 €
;
%
?
* now 22 :i
an= 3 ?
bn= § i
i
’ ;
;
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government business. Thie may, of course, reflect an adaptation-
level-1ike ancnoring of expectation-by previous experience, with
profits earned in the past controliing aténdnrds for future expec-
tancies, Or it msy reflect & diminished need for high profit rates
and wargins among large government primes, & state of affairs that
could arise from their often favorable cash-flow situstion. Most
likely both factors are involvcd.19

The Functions of Profit. Sune iatercsting things can also be
discernt? from the ordering of the functions to which profit is put
(cf Table 1, where the listed means are average ranks). It will be
noted that growth is first in importaunce, paying stockholdere gecond
and providing operatiog capital third, although each cne crowas the

other., Hewever, there {8 much less varisbility in the rankings of

gtowth than ia those for paying stockholders, suggesting that the

20

former is wore consistently seen &8s important than is the latter,
One large aeroupace contractor declined to rank these functioas

arguing that they were essentially “inseparable” and that, in any

case, ''priorities coutinuously change," Now pndoubtedly this is

true, Gosls and other motives ave dynamic, shifting in sEme degree

with circunstance. However, it is also true that some goals tend

to be more important than other goals more of the time. Thus, in i

general a particular pattern of hieriarchy of goels may prevail,

In fact we found, in the full sample, thet the rankings of con-

tracting goals '‘scaled.' That is the correlation (er coacordance)
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across all raokings (fi.e., raokingiiby firms) was sufficiently

AN Dl

high {(W=,34, p .001) to allow the conclusion that the hierarchical

Mt AG 5 ) lma b2

order of the gcals listed in Table 1 is & stablie one, even though
specific sverages might vary in 2 new sample.
Still it is well to remein mindful of the dynamism of goal

"
structurea.'1 The one we have described prevailed at a2 point in

Sk faat bzl Lirel

time, At another time it might be somewhat different, Aud, in a
given situation, for a particular firm, "priorities" might indeed

change. The patterns we are describing, then, are necessarily to be

¢ 9w b d

understood as relative to time and circumstance. But, since the
firms doing the ranking represented somewhat varied circumstances,
and since the interval over which the resecrch extended covered a
considerable. period, these patterns may be expected to be fairly
stable, baring catastrophic events, of course,

Look.ng 2t our selected sub-samples of large and small cone-
tractors the former cén be seen to follcw closely the pattern of 3

the overdall sample except for a hesvier weighting on using profit

Y

to meet curtent capital nceds, Nor are the small contractors

R

tadicaily different, although they put an even stronger emphasis
on the monetary and growth functions of profit, Thus, allowing for 3
the fact that diffsrences are not great and that large and small

firms méy exhibit minor variations from the overall noém, it would
seem that nceds for profit in order for firms to provide a return

to shareholders i3 not tJ prominent a4s conventional buyriness rhetoric

might lead ane to think.
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Contracting Godls. In addition to thelr larger business objectives,

we were hopeful of learning s--~nt the more specific requirements
A

companies sat for themselves in seeking goverament contracts.

TN P POk

B
..

Therefore our questiownaire probed for tﬁe existence of “aﬁy ’ :
special poliéiea guiding the kinds . ., , of . . . contracts” that k
might be sought or accepted, "or setting conditions relative to . .
bids or propossals."” Few were found othur than the obvicus one

\ApLLbeLY Uy ¢ wilp STLUSPOLE LUNLIALLUL; Dogret UL rosK ong job

complexity,” Some firms, like one large systems engineering firm,

i T o

indicated, feor instance, that, "If the customer is adamant on fixed
price for R&D, taen a no~hid decisicn is a distinct possibility,”
Also ncted with some frequeacy was the practice of one support
service contractor which regquiraed "different approval levels for
various types of contract,” An independent RaD laboratory, for

example, steted that, "'"Lf other than CPFF is quoted, special review

St

at V, P.-level is vequired, And grants require Chief Executive

revier;.” One component menufacturer soynded another note, saying

that its "basic policy would prohibit going after contracts which

A

would give the government unlimited rights to design and manufac-

turing," Nonec of our predictor variables was fourd to discriminate

el st

variations an these policies. » 4

That contractors mount extensive "intelligeﬁce" and marketing

v
e,

efforts with procurement agenclea in respect to program development

and are frequently disinclined to formulate serlous proposails without

<
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Table 2

B e Tl I RN

Frequencies and Mean Responses of Total S=mple and Select Large and Small Sub-sample
To Question: "When Contracting, and Especially for R&Detype Work, How Important Does
(&esponses Lizted in

Your Maragement Believe !t to be That The Snecific Contract:

Rank Order of Overall Mean Rating on & Six-point Zcale)

s
‘

-~ ———

Goal _Total
¥ . s
Foster quality performance '
E=18% D= 5 N= 2 5.00 1.71
Protect the contractor against risk .
Exl6 D= § N= O 4,92 1.47
Safeguard proprietary interests
Ex}7 D b N= 2 4 AR Y, 74
I Oifer operstion-! flexibility
E=r § U=16 N= 0 . 4,08 1,47
Stimulate high levels of contractor/
government communications
E= 6 D=17 N= 2 3.56 1.50
Engender high degrees of motivation to i
control costs !
E= 6 D=1$5 K= 4 i 3.40 1,66
]
Yield a high profit level
E= 4 D=19 N= 2 3.24 1.3%
Reduce government technical direction or
surveillance
E= 2 D=19 N 4 2.92 1,13
Foster program discipline (scope, methods,
procedures) {
E= 3 D=10 N=1Q £ 2,80 1.87

4.2

3.2

1.6

1.6

2.0

1.8

3.8

2.8

3.0

3.6

2.8

2.2

1.6

2.0

* E ~ Egsential; D » Desirable but not re:lly esseantial; N = Reither essential

nor even desirable.
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some minim;; prior famillarity with the birth and growth of the
R.F.P, is widely recognized.'%aut it hapﬁens, teo, that contractors‘
needful of sales or hopzful of followon work will feel obliged te
dccept contracts they believe dre undesirable (e.g., fixed price
development contracts), aibeit scmetimes with hopes of subsequent
changes, As ¥ generality, one gains the impressicn frem cogtractors
of a relative paucity of positive policy plz2nning or guidance in
Lhebe Bicdo.  Whie butme b piuveis duovedu se u prociivelive buwsod
taking oppertunities as t'.ey come, couplad perhaps with attempts

to make them come regularly and palatably,

Our questionnaire also contained a section we described os

tapping “contracting gozle" - i,¢., what sorts 2f things pecple
(firms) thought it important‘tc azcomplish whew negotiating individual
contracts, The speclfic quustiuna 2n2 the resjonses to them are
reported in Table 2. Notice that the iftems are listed in order of

the importance attached te ther, on the average, by the total group
of firms that responded to this set of items. The pasctern is very
iitevresting,

For instance, it will te seen that rhe most important single

cor.tractual objective turag out to be "fostering qrality performauce,’

fv1lowed in order by 'protect the contractor against risk" and

Ysafeguard proprietary interests." g

At the bottom of the list in importance one finds '"reduce

4.

government technical direction,” '"foster program discipline (scope,

R
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Table 3

Pearsonian Intercorrelation Matriy of Contracting Goals

P SO P

Gaal® 1 2 3 4 s &
(1) Protect agatnst risk | -- .13 .05 -.12 .19 .20
(2) Operstional flexibility -- =01 .27 .35 =-.35
(3) Discipline - =08 .15 04
(4) Reduco direction - .28 -.10
(5) Propricstery intercscs -~ 07
(6) Quality performence -
(7) Control coste ' N
{8) Stimulate communication
(9) High pvofit

(1=25)

PO

.24

8 9
23 .07 |
-.0c =~,U7
63 .8
~. 18 «29
~.285 268
.10 .18

L e |

———
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Note:

*

Itsiicized coafficients wre stavisticolly

See Table 2 tcr statement of goals.
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etc.),"” and "yield a higﬁ profit,” That the contrzct should “offer
operational Slexibilicy,” "atimulate high levels of contractor/

goverument communication," or "engender high degrees of motivation

to control rzosts" were regarded 8s intermediate in importarnce. It

is true that, on the 3verage, aome importance was attached to each

of the goals listed, put that's net reslly surprising since, after
all, they all are gosls, Indeed what is truly surprislng is that
any <f ithe mean ratings were as low as some of them are.

Exanination of the item intevcorrelaticns (see Table 2) yields
ooﬁe more interesting discoveries, For one thing, provision by a
contract of operational flexibility was positively (though not‘vety
strongly) related with safeguarding proprietary intererts, but it
wes inversely related with feostering quality perferm?nce. ‘Chis
“eonflict" or amblvalence in the relation between flexibility wnd
two other highly valued contracting pozls probably accounts for
its own raring as being of intermediate imp;rtzuce.

A second diccovery is that "Stimulate high levels «f contractor/
government communication,” althcough iteelf reted comparatively low
in importsnce, was the item most often entering ussocitqion uith
othars. For & contract to contaier such features was correlated
with an erphasia en fostering program disciplina and gaining high

grofits, ;It wag also related directly and nwre strongly with

eogendering high motivetior for cast control. Thus, Lf & contract

induces high levels of contractor/guvernzant communication (uct,
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be it noted, govermment technical direction), it seems to be thought
that program discipline, cost control und profitability will be

enhanced,

NP
TP

Actually, and this is a third diacévery, 2 cle2r comp-ex or
cluster of interconascted contracting goals can be discerned: 1i.e,,
program dis:ipline, communication, cost control aud profitability.
When one is viewed ag important so do the others tend to be, with
relations between diacipiine and cost control, and cosrt control and
profit baing especially strong. However, it will be vemembered
that esth of these goals was individually rated es no more than
intermediate in impertance. Ecsentially, they :unstitule a coherent
cluster of geels to which this grouy of reepond;nt coempanies attached
low fmportance (relative to other goals).zz )

It is possible to see emerging from these analysges an overall
picture of risk-averse contracter crganizaticns aot o much con-
cerned about cost coatrol or waximizing profits, but oriented
strongly toward performance and the maintenance of working relatiors
with the cuatomer, wtile 2t the same time hoping to sustain a

t
separate "bargairing position" vis-a-vis the government (by

conirolling useful informaticn).

FPactors Affecting Contracting Goals. It shouid be noted thar
there was o good deal of variability in the ratings, thereby
suggesting quite extensive diversity of viewpoint, Among the

things that may be relevant to explaining thic diversity is
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N
company size. Our data werz not clear on the point, but, compared

with small contractors, Table 2 shows that large firms cculd be

,conatrued &8 somewhat more concerned with proprietery interests,

comrunication &and costs, but leas performance-oriznted, less
concerned with profit (as we have alrcady detected) and also with
&utounomy {(cf. ''government direction™). It is Ly no means certein,
because the relevant date are somewhat wmixed, as we thall see
presently, but one might 2tiil speculate that the large firms in

PPN e I i T B A ey L VT
SVt whm-ee Qe e~tiny me s ooCm20tT 0T

woe wab Gl ucze Lozo oz
tracts Loan were the gmall ones and therefore were more cost-
conscious (in line with government expectations), more oriented
toward progprietary matters 8s a means of securing their warket
position via "know-how,”" and more dispoased toward "rceponsiveness”
than touwsrd autonomy.

Taking the several contracging goals in individual relation
to cur predictor variables, however, indicated that diversity of
viewpoint was leérgely in the nature of individual differencec --
idilosyncracies of individual firws, Our predictor variszbles pro-
duced relatively few discriminations among\contracting g als.
For instance, "Protect egainst riek, “"Offer operstional flexibility,
“Reduce government direction, "Foster quality performince, “Eagender
cost centrol, and “Stimulate communication" &1l varied independently

of sny of our predictor variashles. That is, for example, larpge

firex, as & total group, responded no differently te these
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particular items than did small cnes; by the same token, firms
with heavy R&D involvement responded iﬁ the same way as those
with lighter R&D investment, etc, .

Those goals that were senaiti;e to our predictors included:
“"Foster program discipline," which exhibited a suggestive {nvers;
association with R&D iavestment (Tau-C=.45, X2-5.00).23 Flxms
with heevy R0 involvement, thus, midy be less coacerned that their
centracts foster program discipline,

VYSafeguarding proprietary interests' showed a very tenuous
relation with number of prime contricts (Tau-C=,28, x2-5.69).

What gives this finding importance is strictly the fact that it
fits the larger pcssible psttern described abeove (l.e., bigger
firms shewing more concern with proprietary matters). Much the

same can be $8id of cur finding scmething of an inverse relstion
betwaen stressing that contracts "Yield high orofit" and magnitude
of BRAD investment (Tau-C=,33, x2-5.21) == it may be that the neavier
a firm's R&D involvement, the less concerned it is with contrect
profit, As 8 catter of fact, however, we ghall show later that R&D
ianvtvunt doce seem to work as a hasis for profit forecasts,

in addition to theae discrete analyses three a priori indexes
were devised by combining separste "contracting goals." It wag the

purpose of these indexes to provide & rough impression of the kinds

of general emphases that might be presest in contrgctors'
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.- Table & A l\:\‘-

t

Pearsonian Item Intercorrelations and Whole-Parr Correlations for F-Index

. , ("Finsnciul Concerns'')

Tteew | 1 2 3 & Total
BRI U R nwn“::_”.-.,.rié v een :é;“m ——— .6;_.“--.:55_.
{(2) Proprietary - «.01 24 237
{3) Control Costs - vt \ 2I5 74
(4) Profit _ ' - 277
e e e e et e vt 2o e

Note: Italicized coefficieate statintically significant ac p=.J5 or
less (N=25)

* See Table 2 for statement of itens
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Table S ,
- 2
Peavsonian Ytem Intercorrelations 4and Whole-Part Correlations fer P-Index
{"Performance Conceras’™)

B Itent 1 2 3 Total
(i) Flexibitiey - -.01 -,35 .32
(2) Discipline .- G .73
{3) Quality - ) .48

Ao

Nete: Icalicizaed cosfficients atatistically significant st nesy p~.05 eor
less (H=254.

*  See Table 2 for statement of Ltems .
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Table 6

Pearsonian Item Intercorrelations and Whela-Part Correlations for R-Indey
("'Relationship Concerna")

Ttam* 1 2 Total
- SORI - - .y - o~

(1) Reduce direction¥* - 24 i .76

(2) Stimulate communication .- .82

A

- oW b S = d O tard o e » - » - - . - " - .
Hrror—T e 11 clzed goofliTionTa Ges paBnALULAY OARNLLLGaAIlL Bl -

o+ P05 or less "
e
* See Table 2 for statement o: item

**  This item war reverse keyed for purposes of this scale
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- ) {}« oy
negotiating objéécivel. The indexes deviscd w;rf: 1) a four-

item Fwindex, uiptesaing cophuazes or "£inn;cial goglf:"

2) a turee-item P-iudex intended to rcflecé emphases on "performance
goals;" and 3) a two-item R-incder tapping stress on building customer
"relations,"” For each of thege indexes item tntercorreiationl Eia
whele-part correlations 1i,e., correlations of items with the toﬁal

index score) are displayed in Tables &, 5 and 6. It szhould be no*cd

that the whoie-part correlations in these tablea are uncorrected for

contribuiions oi the individual iteas to the rotels; such corraction

could be expected to reduce their magnitudes, especially in the
shorter indexes., As might be expecred, as scales, these indexes
&re heterogeneous; homogeneity ratios calculated for each of them,
for instancs, rarely cxceeded .25, indicating that variances in
total scores ave actributable to a pluraiity éf sources (i,e,,
githough the F-index expresses concern with financial goals, (t

is by no means 2 'pure" messure of guch concerns)., Sample sizes
and other considerations Jid not justify searching attempts at
scale apalysiy of these indexes, aspecially since the patterns of
item intercorrelation and vhole-part correlaticn were,in general,
acceptable an approximations.‘ That is to say, & ''good” scale is\l
one in which individual coa;o;ent items avre uncorrelated, but in
which each item is aubatvnt!cily cerrelated with scores based on a

sy of 811 jtems. Then it csir be judged that each ftem contribuces

uniqucly and positively to tﬂe myasurenent of sowe single broader

- ' Frovwn
a ' A~

] - - -

‘; PR R
e R <
R R Lt

g -
Za WMV L PPARETRICRP TR |

s AT s e

AT

ik

e aBAE

5

St daa v b

el

Ml w3 vl

B
P

A,



T,
P
)

-~

-,
'\.4‘ -
-

49

veriable, The indexes we used came close enough to satisfying
Léﬁese conditions to satisfy us of their prov%sionat vtility,
Expanding on this, inspection of Table aishous, wits one
exception, a lack of correlation betwéen the four items defining
the F-scale: "Protect the contractor against risk;” ":afeguard
proprietary interests;"” "Engender . . . motivation to cﬁntrcl
costs;' and "Yi{elid a high prdfit." The exception is that the latter
two items, as we already have learned, correlate signiffcantly.

whisrh lande to the ranclnuging rhat theu ave i part redundsnt.

. The oth-v items sl seem Lo be measuring different things; however,

each one correlates with a total sc;?e obtained by summing responses
to 81l four itema, This suggests thné, as a gtoup; the items are
measuring facets of a common but coomylex variable, "financial
goals."” We shall talk further #sout this index shortly, but firat
wve shall inventory the proposties of the other two,.

The pattern of corre:ations for the P-index may be found ln‘
Teble 5, Cicarly this index i{s less well defined than the F-index.
For one thing the item, "Offer operaticnal flexibility" scems not
to fit well with the other two scale contributors: '"Forter program
discipline'" and “"Foster quality performance." As might have been
anticipated, flexibilicty and discipline are p(rceived as incompatiovle,
if snly moderately so, and '"quality of parformence” tore only &
moderate relationship to the total score, Althoﬁgh each was sigoni-

Tl

ficant and pulled in the same direction, discipline was the one of
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Raw Scores, Means, Medians and gtandard peviations by Company for All Indexes. lé
[ Firm F p k1 e Tk b M H §
6 T T T T T e s e 17 n 3
7 1 13 & -- 28 3 ‘9 18 10 é
U L1 8. 6 12 B 9 - e .
nm ' 18 12 ¢ 7 27 2 1 12 12 7
15 13 8 2 .- -- -~ - 19 17 " 7
17 15 15 6 7 3 33 15 19 14 *
18 18 12 6 - 33 45 8" ‘ 17 18

20 15 10 9 6 25 3 10 2 14 f
2, 1w e a - v 9 - 13 17 | ;
26 12 15 9 & 28 25 12 13 11 %
% 25 0 12 6 7 28 28 12 14 n i *
L 29 18 12 6 2 - 27 5 14 12 . ]
; 30 11 9 12 12 30 33 9 18 14 ]
P 15 12 6 7 2 27 5w 16l 3
f 32 24 12 7 9 27 30 6 14 TR 3
E 33 18 10 4 12 2y 29 9 12 g | ;
V34 18 15 6 7 29 30 6 12 15 ;
35 18 13 6 9 e -- 9 . -- --

; 36 | 12 12 6 22 32 32 10 13 3
38 S 15 12 7 2 21 4 s u 1]
2 oo ? 9 .- 3t 32 11 is 13 1

| 40 18 10 6 9 2 33 ¢ 1713 f.'
E 41 s 1y 6 9 28 28 ¥, 16 10 :
42 e - 10 6 5 . 21 . 3 s 15 [ 13
43 ’ 21 18 6 .9 2 29 6 il 14 3
Median 18 12 6 s 2 305 9 w13 | -4
Mcan 16.46 11.88 5.88 B8.65  18.27 30.82 8.46 4.76 12.16} ‘
. s. D. 4620 e.597 2.178 2.266 "3‘.“9?3 4.619 2.677 2.39 3.00{
> s ; - : - . N
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the three individual items contributing mozt strongly tc the ”pet;

I

formance goale" {ndex.

Turning te the R-index, Table 6 revealr a lack of correlation
between the itcm dealing with governuent technical direction anG -

the one having to do w'th commuaication, However, both relate nell

enough to 2 pooled "rela.ionship goala” index. ’

-

Now snme results from inalyzing these indexes: Table 7 lists

the raw score for each company in tur pomple on each irdex i

- P

‘. - - - - * T I PR}
TNAULAUMANY LWME ULHGL® WS GUU LA WASWLSSG PeNuCniiclyt VaCih wacir Sewiteo

medisng, meangz and standard deviatious, For tiie F-index 2 gcore
of "24"” was maximum end a score of "12" would indi<aty that it wec
. .

viesed at least as “desirable” for crntracts to satisfy finuncial

objectives., The corregronding scoures for the 2- arnd R-ipdexss ere

*18" and 9, aand 12" and "6 respectivaly. N

Hith respect to both the F- and F-indexes, more than 85% of
the respondente =aw §; as a. least "desirable that toth conpany
financsal and perfurmance goals be satisfied by contrécts. 1adeed,
average scoreg on both ecales tended toward meximum (or "eqsential")
values, - - . |

Four firms, however, d'd produce '"low'' scores on the F~£nd;x. -
Of the four, one was & lorge serospace péime ?oﬁtrnctor; ancther
w35 A ldrge division of & msfjor aerospaée-e!ectronics prime con-

tractor with & very strony comuercia2l business; s third was n

comparstiveiy smell, technically-!nvolvec service division of a

& I
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much larger "synergistically diversified" firm; the last was a
medium-size, almost entirely commercially-oriented menufacturing
division of a large conglomerate, Review of sales, earnings and
growth figures revealed no strikingly obvious distinguishing fea-
tures common to these companies, each of whictk produced low F-index
scores.

However, among the three firms generatirg '""low" scores on the
P-index were two cof the four firmn with low P-.ndex scores (the
first and last meotioned in the preceeding naragraph). The third
was a small, high~technology component manufacturer. Agsin no
strikingly obvicus commonalities could be discerned among these
three organizations -- but we shall return to the matter shortly.

In the meantime, the R-index: wunlike the F- and P-indexes
which, on the averoge, reflected about equal orgaiizational interest
1n ratisfying broad fivancial and performance goé 8, the R~-index
cuggested substantially lower comncern with relati:nal gosls.

Scores tended to cluster arvund the median, It s-ould be noticed
though that almost all firms thought it at least ''desirable” to
achieve such objectiveg. Of the three respondents producing very
low scores, one was the comnercially-oriented manufacturing division
mentioned sbove; 4 second was the small component manufacturer noted
pxeviously; the third was another somewhat largex, high technology
;Omponent manufscturer (with heavy R&D involvement). The two firms

having very high scores were both large seiospace-electronics primes.

T,

R (o

LR A }
NS, 2

BB O

4,

St

b3

'
. v
Yol i

-t

PO A
i dows va -

o D

L) i v *
LSRR W SRS P - THO L R
e cncb b

Lot Boon &

Yat vt



- . . D e T R i

52

Thus, there were suggestions that de-emphasis on relationship
objectives is associated with commercial and/or general manufacturing
operations or status as a component sub, whereas emphasis on them is
associated with status as a large aerospace-~electronics prime.
Correlational analyses revealed no significant relation.between
R=index and F-iadex scores (r=,29, p>>.10), but did reveal s sipni-
ficant, if low, direct relation between R-index and P-index scores
rm 8 ne N}, The P-indaw and F-indev ravwalatinn uae a2 madovarn
45 (p<7, '?25), ana a t-test of the diffarence between their meauns
was non-significant. The average l'earson r among the three indexes
w2s ,38, suggesting a general tendency for them to move up or down
together (altnough with a good measure of independence), Some part
of this co-variation is undoudtedly attributable to the impurities
of the indexes used, specifically, to the presence of cross-index
item correlations., The inter-correlation of the indexes, in that
sense, 1s partly spurious. There 15, however, sound reason to
believe it not to be wholly so, Taken collectively, what our data
convey is the message that contractor concerns with {inancial goals,
performance objectives and customer relations are not unidimensional.
They consist of cencrete tactical components which interconnect
ir various, and probebiy variable, ways as means to larger organiza-

tional strategic objectives.za

We shall discuss some further implica-
ticns of the linkages of contractor motivavions after some additional

findings are revieved,
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Doing Business with the Government

As regards organizational views, uttitudes and intentions
relative to contracting with government agencies, we inquired (among
other things) about whethex the firms we studied were disyfosed to
give more or less emphasis to government contracting than they had
in the past. Only one indicated it was giving more emphasis.

Eleven foresaw no significanc change, but 13 planned less erphasis

(two didn't say).

Desired Government/Commercial Bueginess Mixes. We also asked what
these firms regarded as &an optimal mix of government and commercial
businecs and rececived highly varied responses, as one would expect,
especially given that some of these organizations existed slmost
solely to do business with the goverument. ilowever, when we com-
pared the high and low ends of the ranges mentioned, the tendency
was clearly to select as optimal some amount of government business
between 25% and 75% of total valume.

Factcrs Affecting Perceptions of an Optimal Mix. Since our

questionnaire item dealing with optimal mix called upon the respon-
dent firms to indicate a range of values, we antlyzed separately

the Low and High figures they mentioned, With regard to ¢h2 latter,
the existing G/C mix of the Parent firm exhibited a clear association
with the uppef limits of the optimal ranges gpecified (T=.54, x2-6.63).
In other worde, {f a firm's current mix is over 50% goverament, they

tended to see over 507 as a good place to be. The G/C mix of the
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s

§gl£vwas leas clearly related (Tauw,40, x2-3.6h), but conslatént in
direction,

Taking the Low figure of the cited range as the criterion,
some relationship with Parent Sales could be detected (Tau=-.40,
x2-3.63). Bigger firms tended to view as optimal a lower percentagé

of government business than did smaller ones.

Finally, once apain the current mix of the Self's business

. » N Y S P R R PP PR P LT ) \.-2.,:': AN A
BUDHBS ¢V v eb T o AT L atIt Wa e wiie pwawe . Sp et Ame e ey g A

Focusing attention on the jub-sample. of large hnd amall con-
tractors somewhat confirms the slze trend: a slightly greater
fraction of the smaller firms (four of five) were disposed to reduce
their emphasis on goverament contraccing thar was true within the
group of large firms, three of five of which were so disposed.
However, the four smsller organizations that wished to i1educe their
government contracting emphasis still considered an optimal goverument/
commercial business mix to be at least 507 government. (In fact, two
of the four considsred 757% or more govermment business as acceptable.)

On the other hand, four or the five large contractors found a
government /commercisl business mix of less than 50% government
acceptable. Three of the five did pot find optimal any wmix that

contained as amuch as 50% government business,

Attraction to the Government Market. 3everal polnts should be

made about these findings. Firet, no wholesale tendeﬁcy for companies

to flec the government market should be inferred from them, Such
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inclinations might ch&ractetlze an occasional firm, but most were
or;ented chiefly touard reducing the proportions of their government
business, principally by increhsing the comparative amounts of thelr
non-government (to beé cead, Federal goverament,aven NASA/DoD)

25 Thus, exceont in & relative sense, contractors could

business,
not be described as Jocking to leave the Federal market; however,
they cektalnly were looking to reduce their dependence on it, which
leadz us 0 & seccond point,

Smal} f{f{rms evidently are more disposed to vreduce their depen-
dence on the government market than are large ones, probebly because
they start at a higher level of relative involvement. Yet, the
small compunies seem willing to settle fer greater dependence than
are large ones, perhaps parrly becsuse they percelive themselves to
have fewer alternatives (in our earlier discussipn of contracting
goals we perceived signs that smaller firms were more concerned
with the autonomy issve), but poseibly alsc hecause these kinds of
preferences teflect 8 kind of increment.al constoncy of growth,.

That {8, because thev star: with dif[erent values -- one lower, one
higner -- small and large firms may end with different values simply
éy subtracting a ""constant” from their initial values, This, of
course, would forecast a progression toward zero percent of govern-
ment business, albeitf;t ﬁifferently arrived-at pointe in time,
This, for several rcason;. ia unlikzly in the extreme,

One further point should be made, even at the risk of seeming
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to contradict scme of what has just been said: allowing for ex-

ceptions to the rule, companies (i.e., ag distinct from personnel

within compan#es who may, as individuals, have d&fferékgvinté;ests5,
by and large seen not to find doing bus{ness with the‘;overnmenc

(or at leas’ with NASA and DoD) inherently attractive. Attraction
seems to b miinly extrinsic and dependent chiefly on the availa-
bility of alternative markets (together, possibly, with such subtle
preaaure? as patriorism, O BUCH NOL=BU~BUULIE pLluosurce 95 puves:s
ment requirement-s).z6 -

Contractors View their Status

Qur questionnaire contained 2 number of questions and racting
scale; designed to help us gain an impression of how the firms in
our rnample judged their situations and their prospects. In one sense
these ratings can be thought to tap 1lanto ".orporate self-concepts;"
{n another sense they may be more appropriately viewed as gimple
sgatements of organizational perceptions 2f the "states of affairs’
uader which they presently operate and expect to operate in the

‘uture. Both elements are doubtless involved and it would be hard

i

te decide when to stress one and when the cther. g

Investment lLevels. When asked about their levels of capital investment

relative to averages in other Industries for firms with comparable

e
sales, seven corcractors in our sample described theirs as

“probably lower," eight zs “about the saxe,"” and six as '"probably

higher" (six didn't angswer), Thus comparing themselves with firms
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Table_ 8

Item Intercorrelations and Whole-Part Correlations for I-Index

{"Aggregate Investment')

Item

Capital Investment

Personnel Investmen.

] " Capital ~  Pevsonnel Total
Investment Investment Investment
- .01 .95
e .33
Note: Itslicized coefficients statistically significant &% p=.03 or -
less (n=1§) NS
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in other industries in regard to capital Lavestment, the companies‘
we queried distributed themselves abouat evenly across all three
reeponsf_glternntives.

Ho;;ver, ratings of capital inveatment and of gérsonnel
investment were uncorrelated (see Table 3). When ashed about their
investments in technical/engineering personnel, seven firis didn't
ansver, one saild they wére lower, and oue said ebout the same,

LUE CewaLiilng 10 bl (AT InveSLicvLes woke Uigier thioa thuse vl
cuinparable size companies fn other industries, Thus, as a group,
the organizations suvveyed say themselves as having heavy personnel
iavestmentc, if not necessarily such heavy capital investments.

As a result, a compos.te Investment Index {cf. the I column

in Table 7) ahowed 85% of ghe contractors studied to believe their
overall levels of investment to be above “he averages for other
industries -- and subestantially so, for a score of "12" is the
highest pessible on the scale and a ascore of "6" reflects a judged
investment level "about the same" as that of other industries.
Obviously, though, this judgement rests on & belief in much heavier-
than-ordinary personnel investmenis, something not commonly accounted
in reckoning investment levels. So strongly did one small component
manufacturer feel about this that it feit constrained to comment as
follows on the issue:

Return on investment {current accountihg definftions)

is uot an appropriate measure of performance either on
a project or in total and will not be until a mechanism

e
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Table 9

Means and Standard Deviations of Responscs by Total Sample to Status Assegsment

y Items
Item

Physical plant cspability currently employed

, (relative to norma. operations):

50% or less -- near total *

Future expectations coucerning availability te your
industry of government business:

less work -~ more work

Fixed overhead costs: (relative to indu try averages)
relatively low -~ relatively high

Staff capability currently employed:
significant under-utilization -- near total utilization

Payroll expenses perteining to technical personnel:
fixed -- variable

Present level of competition from cther firms:
very low -- very high

Expectzd futurc level of competition fromn other firms:
decreasing -~ incrcasing

Commercial cutlet. presently avsilable:
almost none -- very many

Anticipated Juture aveilablility of commercial ovutlets:
decreasing -- increasing‘

Current relationship with agencies such as NASA or DoD:
fairly poor -- quite good

Anticipated future relationshlp with NASA and/or boD:

less involvement than now -- more involvement than now

4.44

3.84

3.96

5.04

3.87

5.32

$.32

. 2.28

3.76

4,92

4,62

1.53

1.43

1,91

1,07

.80

1.28

1.54

1.02

1.18
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Table ¢ (Continued)
Item
12. Current sales level: (r#lative to Industry averages)
relativelv .cuw ;; reletively high
13. Anticipated sales level: (relative to current level)

decreasing -- incresasing

-
—pil

Lo i
et e ilh et ot F

14, Current profit levels: (relative to industry uverages)

relatively low -~ relatively high

1%, Expected short-term future profit level: (relative to
curcent level)

decreasing -- increasing e

16. Exvected long-term future profit level: (relativz to
current levei)

decreasing -- increaeing

17. Potencial commercial spin-2ff from goverameut work:
low -~ high

18. Current rate of techaological change in your industry:
low -~ hie

19. Expected short-term future rate of techirclogical change:

accelerating -- decelerating

X s
3.65 1.34
4.48 87
3.08 1.44
3.78 .04
4.57 .90
2,30 1.33
5.33 .91
2,19 .82

* Ratings were on six-point sczles, the poles nf which were as

listed for each item.
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is developed to assign some capital vajue to & senior
deefgn engineer wit% gomething like 10 years of
direct product line eaperience. iIn a real sense ne
is & much more relevant capital asset thal equipmen:
which can he owned, leased, borrowed, or cobviated.

Shd Bk ds ; ald

N
"
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Along with sensitivities genercited by invidious comparisons of

»

[ IR P W 1

defense industry profits as roturn on sales and as return or invesi-

27

ment, these sentiment? may heip explafn the reluctance we clted

edrlier arong firms we encountered to discuss profit in relation

LU LAVERLRKIL. e~ CVER LT LR® GDSULIMCT. .

in any event, we also correlated I-index scores with other
derived index scorous (see Table 17) 3and €ound & coderzte, but statis-
tically highly significent inverse correlstion botween it and the
P-index (r<-.48, p<.025). Wha. this correlation iadicates is that

the higher is a firm's perceived comypasite level of investment, Cthe

less is its concern for performance goals -- perhéps, we might nagard, ~j'
P |

A

ic is preoccupied with other matters like protecting itself against -
risk. | §

s

The Prezent snd the Future. Our Policy Questionnaflre included 19
rating scales representing a variety of dimensions calculated to

give an idea of now our respondents viewed their present civcom- ) Y

i

o et o8 VAL D ombaatf

etances and their anticipations of their futures., The iteme and the

group mean response (with its standard deviation) t¢ each may be -

e

found in Table 9. Using these aversges sad taking the pres.at first f

we can say the following general things sbout the organizatians we ‘.

AR

. 2
Studied: 8

"

]
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v
¢

' 4) They had some unused plant capacity -- probably more than
desirable, but this was quite varisable. Unused capacitiy was weakly
relazed with Sales (Self) (Taus-.35, 2=2.97). Not surprisingly,
the more a company's sales the less its unused plant capacity; but
in this group of firms the relationship was remarkably weak., On
the other hand, tendencies for Parent firme with a high percerntage
of government business to have more unused capacity was ratler
stronger (Tau=.40, Xz=3.79), ag was a similar trend among firms
with larger nurbers of prime contracts (Tau=.45, X2=3.60).

b) They were experiencing little under-utilization of staff;
no variatiors related to ocur predictor variables were observed,

c) Their fixed overhesad costs were not perceived to be materially
different from industiy at l2rge; but thecre was a clear positive rels-
tic.. cecween the percentage of government busiress held and low
overhuad (G/C cix, Self: T8u=.ﬁ6, X2=5.26).

— d) Ag & group, the rigldity of their payroll expenses for
technical personnel was indeterminate -- about equaily often fixed
and variable. Variability by company, however, was marked and
clearly related to scles volume; high Sales (Self) was asgoclated
with a variable payroll for technical personnel (Tau=-,46, X2-4.70),
and a8 comparable, but weaker, trcnd was observed in relation tgl
Parent Sales (Tau=-,35, x2=2.81).

e) They felt competition from other firms to be intense and

this was clearly related wvith Parent Sales volume., The hizherx

“
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were sales, the more intense was cvmp;tition seen to be (Tau=-,43,
x2=4,62).

f) They apparently perceived themselves to be modevately
"locked-in'" to governmené contracting because of a relative scarcity
of commercial outlets. Some, but not a great deal of variability
existed in such perceptions. To some ~<xtent varizbility was
associated with the Parent's G/C mix ~-- the higher the percent of
government business, the fewer commercial outlets tended to be per-
ceived (Tau=,35, X2=2.88). It is at least mildly interesting that
this relation was no stronger, for it seems an obvious one. The
same ig true of Contract Dollar Values, which also only showed a
tenuoul linkage with perceived availability of comriercial outlets
(Tau=-.39, X%=2.96).

g) Relations with agencies such as NASA or DoD they viewed a;
good, but not glorious. Some tendency existed for firms with
higher sales (Self) to regard these relations as good, but the
relation was not nearly so pronounced as one might have imagined
?; would have Leen given the likelihood, in our sam?le, that most
sales were to the Government (Tau=-.35, X2=2.85). Soce suggestions
of relations between perceiving good relations and holding larger
aumbers of prime contracts could also be found (Tau=.35, X2=2.25}.
But here, too, the surprise was that the relatipns weren't stronger,

h) Their current sales levels, with scoe variations, weve about
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average for industry., And high sales were assoclated with haviug

many prime contracts (Tau=.45, XZ-S.GO).

1) Profit levels were seen to be near industry averages, if
slightly on the low side and a bit more variable than sales; they
were unrelated to any of our predictor variables,

3}) Commercial spin-off from government work they regarded as
low. Like profit, this perception, too, failed o very with any of
our predictors.

k) Finally, the rate of technological change in tleir industry,
with little variation, they rated as very high., In this instance
it was firms with high sales (Self) that perceived rates of tech-
nolegical change to be highest (Tau=-.45, X2=4,13).

As for the future:

a) They were uncertain about the availebility of government

work, and a good deal of variability in viewpoint existed about

L P e AR A e s T RN Ll 2 Bt I R S e s i

the issue. These expectations shoved some relation with the firm's

G/C mix (Self). Those with higher percentages of government business

2

were more pessimistic about future prospects (Tau=.35, X“=3.11).

bR Lt A
it

Some suggestive tendencies for more optimistic appreicals couild
2

ot g gy pt

Al B 13 VRS DT e Sl

be seen among companies with high rales (Self) (Tau=-,33, X"=2.59).

b

(Evidently firms are inclined to assess their futuzes in terms of

s i KBy

I

[

where they are, which seems reasonable if not imaginative.) Consis-

o uss,
.

tont with that idea, companies with louer dollar-value contracts 21sa

tended to expect less work in the future (T=,37, x2=2.57).
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b) With Jittle voriation they looked for pronounced increases
in competition from other firms. 7his was a genvral outlook
unreinted to any of the predictors,

¢) Aguin, they were uncertain and highly variable in their
expectations concerning ihe prospective availability; of conmrercial
markets. And 21s0 Again there wcre no distinccive variatione of
vden 22 2 fupation Af the binde Af haecinece eircypmstances indexed
by ;ur rredictors,

d) Perhaps because of (c), they looked for a slight increase
(whether they like it or not) in (heir involvements with NASA and/or
DoD. However, among firms (Self) with an already hizhk percentape
mix of government business a tendeicy could be found to expect iess
invclvement in the future (Tau=,33, X2=2°67), a condition reminiscent
of those described in our srudy of advertising patterns.29 And,; as
the results of that study would leed one to predict, complementing
this trend was an opposite e#pectation of more involvement on the
part of those firms curéenrly having fewer prime contvacts (Tau=.37,

’
.

x%=2.49).

e) Overall, lhey weze 3ene;ally‘cétimistic about their sales
outlook. (This seemed especislly true of firms holdimg mo-e prime
contracts (Taus,35, x2=2.25).)

f) They were unsure about their short-term profit prospects,

However, the higher was 8 firm's R&D investment, the more did it

expect short-term increases in profits (Tau=-,40, X2=3.65).
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g) Although frankly uncertain about the short-term profit

plctura, they were quite optimistic about their long-term
profitability, which, because of the inherent ambiguity of the
“long-run,"” is easler to be, Sanguine outlooks were especially

evident among companies (Pazent) with high sales levels (Tau=-.42,

-

X2=A.!1). But this optimisn was apparently conditional upon those
" t

anlop natr heing government sales. for succowsticons existed that

firms hol.ding larger numbers of priwme contracts expected pecreodeing

i

long-term profits (Tau=-,39, x2=2;55).‘ Ve mighz note here, too, L

that z2pparently profit forecasts ere based, for one tning,on sales

and for another, in this sample anyway, on R&D investment (seve the

previous paragraph).

h) Finally, they judged rates of technological change to be
likely to accelerate, but not rapidly. Here again our predictors

discriminated no differential expeccanciés.

Inspecting Table % promnts scome other observations worthy of
- .. - -~ ¥

note, For one thing, one can see that medsures "of.variability are

' R T,

N N N § '

generally smaller when théy refer tc'opinioh; QhﬂuL the future Uhan
when they refer to pregsent conditiors, In othér words, agrecment\
among companies is greater as regards future prospects than it =

regarding current states of affairs., On the one hand this probably

reflects a 32> to think in terms of "common fate' or proapezts for

the group 8s a whole coupled with a uniform tendency to look at

v

N

o ks "d"‘.’ﬁ“l\!{" N
i FreRy. 1o oot -

i

Tei

3

b D AR AR R 1 S gl 6507
"

2 bt

[V TE TR Py

NN setaunt -y
- et

PR

.k
pL g

DY 2 Y S

s A
L et ol St

'
R A R L S T TR
I Snd,

e eR Al ae

e e

Cada T )

»
12

by

. . )
I b ST e i

Oy e e e

.



Table 10

- Pearsonfan Iatercorrelation Matrix for Status

~ & r—

Iteas* 1 2 3 & 5 6 71 8 9 10 1l 12 13 14 15 16 17 18 19
1 -- -081 069 442 185 318 186 255 OLL 307 072 367 -07% -212 -186 -132 021 214 -115
2 -~ 082 176 -441 -155 191 -248 077 -108 173 - 40 231 069 539 134 134 158 -189
3 - 059 -274 -560 -367 007 -044 -005 397 168 017 222 149 -161 -164 081 -154
4 - 050 179 035 215 193 209 036 61 165 177 375 515 010 ~052 -154
5 - 385 287 -218 -230 531 274 174 -310 364 -177 ~072 =443 132 -291
6 -~ 5651 -013 260 -202 -160 -132 -074 060 186 186 -120 292 ~139
? -- =213 -104 086 141 - 48 -170 086 187 250 -077 440 -412
8 - 415 -033 -214 43 361 -478 -122 -032 212 -222 280 |
9 - -~ -182 -oea" $31 304 -337 095 017 428 00C 165 5
10 -- 357 21 189 308 148 -080 -543 -052 029 §
L1 J - 220 101 465 397 -102 257 -472 k72 |
P2 [ | - 430 266 167 -212 -137 231 -134
s - ~- -102 476 081 01 021 oso%
i W n .- 463 325 338 029 -259 |
s ; ] - 576 -003 132 -060 ’
TR . -~ €41 260 ~338
17 '4 : - - 184 057
18 A & - =492
19 --

Note: italficized coe{ficients staztistically significant 2t p=,05 or leés._‘Calunhs headed 2,3,4,6,7,8,9.13, n=25;

vary

berwaen nel%-25, % See Teble 9 for item statement,
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columna headed 19,11,14, n«24; columns headed 5,12,15,16 17, n=23; columns 1eaded 18,1%, n=2l; individual cells
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"_again ahortly).

v

~specios of optimism ia deteutable, 23 we Hlve noted and ahall note

n - "
hl . '

"
\
] - - . L
K -

the tuture through rosercolored glasaes (a tendency touward a

-~ .:v. 5 ‘,’
On the other hand current appraisala are more a

i 01 N ! .
likely descriptive statemeqts of reality, whereas’ future ptojections )

i r . e

_l‘terally are opinions reflecting beth tbe fondftioning of expec-

tetion by usual business =spirationa and the outually zeinforcing

aentiments of & business community to the effec: that the "ayqtem
X B : w

wili_wcrk out," -~ .. - L L -

Another featuyre worth mentioning about Table 9 is that it spraks

- “

agaln to the ''validity'" of the deata, or’at lenst to the broadly ;:fii

N

"typical" nature of our sarple of reapondents Rnd therefore, to

The point can

’

the genefalizability of the results of the survey,

be graaped by nocicing thet each tiwme companies were &skzu to judge
themselves relative to "1ndustry ave;ages" the resulticp means were

neay the oidpoints of the gcale. 1In aho t, they wzre where one

would expect they would ba if one were dealing with & reascnably

tepfesentative group of firms froam the réference iandustry -= some

of which uould be above and some below averuge. ) . -

-

R N - . -

With that ohservation we can go on to mare oetailed ana;yses

r - - - -

of the several dimensions included in our organization status

v

assessments, : e
Wnen we intercorrelated the responses to all of the é?nleﬁ

described in Table 9 we discovered by simple.inspecgion o i

intereating clustexrs of itexs (cf. Table 10 for the full intez-‘

cortelntion matrix). ':Eq ’
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The first revolves about doiny business with the Zovernment,

which we found to be associated with:
" 1. fixed persovnel payroll expenses,
2. fixed overnead;

.

3. low curyrent proiit levels; but -
4, ircreasing short-term (though not long-terw) profits.
Thus deing business witﬁ theygovctnment scers to b2 looked upon
&6 rvequiring inflowidble burden aad low profits; but a note of optimism
was present as regaxds proiilt expectations,
Turning explicitly to profit, we found in a second cluster of
intev-rvlated items that:
1. current profit levels were associdted with short-ternm
expectatioas (but not long-term forecasts, even Lhough
the trend was the saqne); ‘
2, expected short~run profits wer? assocrated with expected
long~-run profits;
3. profits were assoclated with the availability of
commcynial outlets and spin-off prospects;
4, expected short-run profits were sssociated with antici-
‘pated sales; and
5. current employment of staff capshility was associated
with loug-terr orofit expectat:ons,

We take this psttern to mean that firms tend to otrient them-

stlves mostly in the short-rua and to forecast progressively from

¢ -
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the present to the short-taerm to the long-term. We further wnfer
that sales tends to be 2 prime bas:'s for assessic the organization’s

prospects, (One might call to mine our ecarlier !iscussion of correla-

tioas hetwee. profilr expectations and sales,)

1f we relax somewhat the stringency c{ our craiteriz for
association,30 five other meaningful item-clusters can be formed,
whirh we ghall simplv inventory cuicklv.

Cluster 1, consisting of Items 3, 6 ond 7, suggests an

inverse determination of the fixity of overhead costs by

the intenrity of competition. .

Cluster 17, consisting of Items 1, 4, 15 and 16, implies

a8 tendency to tase ~rofit projections on capability utili-

zation (and hence, by inference, on sales),

Clyster 11X, «:nvisting of Items 6, 7, 18 and 19, suggests

an assoclation between competitiveness within an industry

and rates of technologlcal chunge,

Cluster IV, cousisting of iters 10, 11, 14 and 15, rein-

forces the fdea of a linkuge of NASA/DoD-contractor

rclations and the profitanility of the latcterv,

Cluster ¥V, consisting of iteme 11, 18 and 19, indicates a

somewhat surprising inverse determination of NASA/Dod con-

tractual involvement by patterns of technological change.
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Table il

Izem Intercorreletions and Whole-lart Correclations for C-lndex
("Current Status')

—— —— e e A te a atn s e ek Aed et e M rocemmm sRem ke it % s e oen A s e

Item® 1 3 4 6 8 10 12 14 Total
%) T s sk -2 .28 a1 .37 w21 .58 |
(3) - .16 -.52  -~,13 .10 -.23 -.09 .01
(%) .- -.18 .22 .21 .26 .19 .73
(6} -- 10 -.26 .16 .C7 -.09
(83 .- -.08 Ah -.48 .29
{10) -- .32 .31 «36

(12) = .26 .70
(14) -- .26

Note: Italicized coefficients statistically significant at p=.05 or less,
Columns headed 3,4,6,8, n=25; columns hesded 16,14, a=24; column
headed 12, n=23; column headed Total, n=»22,

* See Table 9 for atatement of iters,
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Table '2

N

Itex Intercorrelstions and‘whole—'art Correlations For E-Index
("Putuzre Expectationa')

Itea 2 7 9 i1 13 15 16 17 19 Total |
) -- B .19 .08 .17 .:;~ .54 . .l9~—"“.l3 -.1;.“ .30
(#) -- 10 -, 14 7 =19 .25 .08 Ll -.10
(3 - -.07 .31 .06 .02 <43 .16 .27

(i1} .- .10 o490 .07 ~.10 -.57 .02

1) : - o v .01 .ud .1l

sy | - .58  -.Cl  -.06 .24

(16) ' - 04 -3 .22

@17) -- .06 .48

(19} -- .02

Note; Italicized coefficients s«atistically significant st p=,05 or less.
Colurns headed 7,11,13, n=z5; column headed 9, n=24; columm headed
15,16,17, n=23; column headed 19, n«2l; column headed Total, n=19,

* See Table g for statement of iterm,
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Item Invercorrelations and Whole-lart Correlations For M~Index

Table 13

’

{Market Prospects’)

S e e e e e e

ek : oS M o |
{2} - .19 .23 -.19 .53
(75%) - -.10 -4l .39
(9 o- .16 .6
(17 -- v

| SO

Note:

Italiecirzed cﬁefficienta statf{atically significant at p=,05

cr iess.
n=zl,

Columns headed 7,9, Totali, ne%i%; column hzaded 17,

See Table 9 for stastement of item

Keying of this item reversed

fren E-Index,

.
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f _ s
! Item Intercorrelations and Vhole~Part Correlations For H-Index k
; ("Financial Health')

R ]
t Itemk 12 15 16 Total ]

‘ 13 -- Ry .08 .32

) 15 - <58 21

’ 16 v .13
Ly e e camrmre A s — e o e e ot e e+ = e —mnr e e A e e 1
g
Note: 1Italicized coefficients statiscically significant at p=.05 3

or l2gs (n=23)

: * See Table 9 for item stutement 1
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Table 15

Item Intercorrelations and Whole-Part Correlations For D-Index
' ("Government Dependency')

Item* 8 9 11 Total
8 - .42 .20 .77
9 - .03 .13
11%% -- <53

Note: Italicized coefficients significant at p=,05 or less.

Coiumn headed 9, n=25; columrs headed 11, Total, n=24,
* See Table 9 for item statement

** Item reverse keyed
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In addition tu the preceeding ;nalyses of individval items,
three a priori global indexes were defined (see Tables 11, 12 and
15). The first of these pooled elght items (1, 3, &4, 6, &, 10, 12,
14) and was labelled a "current status" (C-} index. The second was
a nine-item (2, 7, 9, 11, 13, 15, 16, 19) aggregation called a
"future expectations'" (E-) iadex. The third was a three-item
(8, 9, 11) "government dependence" {D-) index,

Aq ome trpe of pur ather o a=iawd dadaver, thesq threa prove?
to be »f uncertain scalar purity, Regarding the C-index, item
intercorrelaticns and whole-part correiations indicated that items
3, 6, and 14 contributed little (althcugh they didn't seem to work
against the other items too serionsly), Oumitting Item 3 and changing
the keying for Item 6 had only a negligible effect on either the
item intercorrelations or the whole-part correlations. Therefore,
the index was allowed to stand as originally designed. Warts and
alil we deemed it adequate to our present purposes, However, cne will
wish to keep in mind that as asgessments ¢f "current status," over-
head, competition and profitability do not fit well with the others
(and availebility of comnmercial outlets fits only somewhat), It is
apparent then that tais index is multi-dimensional, possibly reflecting
on the one hand "financial status” ard on the other “sales."

In tle case of the E-index, & substantial number of sigrificant
item intercorrelations was observed and only item 17 exhibited

even & moderately strong whole-part corre.iaticn. Omitting Items
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11 and 19 from the index a2nd changing the keying of Item 7 improved
this situation somewhat, -

By excluding Items 13, 15 and 16 a satisfactory "market prospects"
(M~) index could be generated. Scores on thin index also are listed
in Table 7 and the incercorrelations in Table 13, A maximum score
on the M-index would be 24; scores between 12 and 16 define the
"uncertein” range. The cverall mean of 14.84 (5=2.43), therefore,
indicates a pattern of uncertainty smong our respondents as to
their market prospects.

We then combined items 13, 15 and 16 Lnto another "“general
financial health” (H-) incex with the properties described by the
intercorrelations in Table 14, A score of 18 was maxima! for
this index, the uncertainty range being between 9 and 12. The group
mean of 12,16 (s8=3,00) suggests a very slight tendency towavd
=atimism on the part of our sample of respondents, but uncertainty
would still not be far from the mark ac a characterization.

The D-index was relatively clear, All three items gave evi-~
dence of contribution to a total score, Nevertheless, however,
one must remain mindful that results from these scales are to be
treated as suggestive, not as decisive,

With those prefactory and cautionary notes we may observe,
wvith reference to the data in Table 7, that for the C~index a

_score of 32 or above would indicate a favorable appraisal of a

firm's current status, A score of 24 or below would be unfavorabie
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and anything betweea 24 and 32 would be uncertain, In the case
of the originai E-index, the comparable values are 36 (and above)
and 27. Reviewing Teble 7 discloses a total ol five firms {amony
those responaing) describing their current sratus ag "good"” and two
describing it as "poor;" the rest fall in the "uncertain" (or
perhaps '"'so~so")c3tegory, Still more noteworthy is the fact that
3.1y tus fieee dpervibed heir futnre nrospects as “‘gpood” whetegs
four described them as "poor," the remsirler sgain being uncertain,
(The C- and E-index averages point-up the respondents' general
uncertainty about their status.) 7Thus, of the firms in our sample
for which scores were obtainable, no more than 157 describeg their
oresent buriness situation as clearly favorable. And oot even 157
saw ctheir futures in unambiguously favorable “erms.
Inteves-ingly, however, there was no substantial correlatior
between the ways compsnies evaluatud their present condition and
thair future expectstions (C-index x E-index, r=.28). Moreover,
scanning the M-index scores shows that eight firms judged their
market prespects as "good" and only two as “poor™ {the majority,

13, however, remained uncertain). In the case of the H-index, on

4

the other hend, 13 f'rms appraised their financial health as '‘good,"
g ’

none described it as '"poor," but a3 substantial minovity of 10 still

viewed it as "on-the-fence.,"

Thus underscored is a general atmosphere of uncertainty among
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the gurveyed cowpanies, but with the added note that o;ganizations
plainly differeantiate their judgements of ghclr prospects, That is,
the firm that says its sarket prospects are poor ;r anertain, need
not view its basic financial health in che same terms. This poing
is expressed in the abseccce of any cesrelstion between the M- and
H-indexes (r=,16), (YWe right note, too, that the M- and H-indexes
correlated, r=.06 and .15 reecpectively, with the C-index).

The lack of substantisl correiation betweer the C- and £-~indexes,
therefore, neec vnot 7z seen to contridict our e&rijer abservations
aboet the dependence ¢f future projections on present conditions,

For one thing the heteroganeity of the E-lndex would tend to attenuate
any correlatfons, TFor another, the combination of current uncertainty
and tendenuies to diffzrentiate evalustions of organizational status
wouid also introduce varinhiliry into relstisus between such gross
measures 43 our overail inderxes. Finally, w2 shall gee that there

is reason to believe that firms, in appraising their status, tend,

asg it were, to give themselves tne benefit of the doubt, thereby
artificially reducing inter-organizational variability and further
sitenuatirg estiotes of correlation,

Turning to the D-index, scoces of "12'" and over indicate
"serong'' government-market dependence; scores of "9’ and below
indicate "low' dependence, and scores betwezen 9 and 12 can be taken
to danote 'moderate” depeadence. The average scores for the group

on this index, therefore, indicatc low-to-moderate dependence.

I
A

[P A XTI U VIR U PR

IR I

- s

L SO S SRR A e YRS

Mot + T 4




3y T St € A MRS, YRR T e e

,,,,,

Table 36
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Display of Firms {bove, At or Below the Group Median on Each Index
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Only three companies described their dcpepdence as high; five
described it as mouerate and 16 az low. Ip view of the organiza-
tions represented in our sample, it would secé tiat theselfigurea
understated the re&l dependence present, What scems piain ig that
the obtained scores refer to company-wide conditions and not sclely

to those of the responding unit, And, teoo, some whistling in the

_ -~ Jdark mav.be involved. - - .-

The D-index also shows little tendenc to correlate with any of
the other indexes’derived froo. the status assesswent ratings, Its
correlation with the €, E and H-indexes was .24, .22 and -,09
respectively, It did exhibit a weak posi{tive reclation with th; M-
index, suggesting some tendency for firms with high governoent
dependeacy to look to (hope for?) improvirg market prospects,

After these segmental analyses it will be useful to look at the
data in Table 7 as 8 whole. To facilitate that, Table 16 was pre-
pared by classifying each company for which data were available gs
to whether it fell at, above or below the group median on a given
index and then entering the corresp-mding ccde letters, M, H, or L,
in the appropriate table cell., Scaoning the resulting <isplay
prompts again the cbservation with regard to the "motivational”
indexes, F, P and R, that these tend to go up and down together.

Firms tend to be high on all or low on all, In other words, the trend
geems to be for goals to beccme engaged zenerally (th; correlations
among these three scales, it will be recalled, sctually averzged .38).
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Table 17

Intercorrelations of Indeses

Index F | 4 R 3 c E D M H
F - 45 .29 ~.13 -.49 -.13 -.52 -.58 -.04
» - «39 -.48 -,04 -.25 -,05 .68 .03
R s =246 .15 -,15 «,14 -.26 -,04
I -- 24 .12 .24 07 -,22
c -- .28 .24 ne6 1
E - .22 -- .-
D .- .33 -,09
M -—- .16
K : -

Note: Itslicized coefficlents significant at n=,0% or less. Columns

hesded P, R, M, H, n=25; column headed D, r=24; columns headed
C, E, n=22; column headed I, n=20,
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, Morecover, those with high motivation scores tend to be firms
with unfavoratle status assessments, Those with !ow_scorc';3l tend
to see themselves in at lecast moderateiy favorable ca5¢ition; but,
i1f they do lock upon their clircumstances as poor, they tend also
to describe themselves as low i{n investment (may we infer, as having
little to lnse). Even the apparen: exceptions to thie rule (e.g.,
company 41) will be seen to fall in the upper range of the "low"
goal or motivation group.

The intercorrelations amoag all the indexes derived here are
sﬁown in Table 17, Expressive of the tendency toward an inverse
relation between "motivation" and "etatus' is the average of the
correlations of ecach of the F, P and R indexes with each of the
C, E, D, M and I indexes, which is a value of r=-,%24. Onitting
the H-i:dex this increases to -.29, Inspecting Table 17 it is
evident llat especially strong negative relations prevail between
cucsrent status, degree of government depencency and perceived rarket
prospects on the one gide and cencern with bot': financial and per~

formance goals on the other,

Ihe Arousal of Orpanizational Goal-Seeking., It is tempting to
infer from all this a form of "activation" effect instigated by
organizational threat; Operationaily this activetion would then be
manifest in 8 generalized mobilization of system resources and an
across~the-board intengsification of organizational goal-sceking. In
ghort, at least at organizational levels, firms appear te react %o

their circumstances by a general managerial "relaxstion” or “arousal,”
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depending, of coutsé, on uhethe;~those circumstances are perceived
to be "gcod" or "bad' respectively.

It need not follow from this tiiesis that epmgaging onu motive
mugt nQCGSGaEi!y result iu the engegement of all. We need posit only
a considerable spili-over that would make exceedingly unlikelv the
singular engagerent of goals., Our thesis, {r other words, rests on
the prewise that activation of a goal .mounts to the activetion of
a much larger system that includes among its aspects cther inter-
dependent goals, Switching on such & system scts loose a continuing,
dynamic, only partially predictable process inveoising an interplay
of interests, with new ones entering and old ones changing. To
open the motivational gate is to loose the flood and it would be
foolhardy {n the extreme to assume defore the fact an ability to
anticipate the courses down which it will run. In its face, only
a rapid retreat to high ground or else a progrzm of adaptive manage-
ment could be regarded senstéle.

We must emphasize, too, that our thesis should rot cccusion an
infeience that all organizatiors will respond to arousal in the same
way. Like its outcomes, the form of response will be hard to fore~
cast, It will depaend on a plcthora of factors: the starting pcing
of the system, the size of the organization, its structur2, managerial
competeace, market envircnments, and heaven knows what clse,

Furthezmore, in this hypothesis we would stress the rolz of

managerial perception and belief, srguing that while these may be
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Mean Scores on Esch Index of Firms Above and Beiow 1269 Fortune Magazine

Figures on Growth, Return on Investment
and Return on Seles

S
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Portune Iten
Index 4 4 R I C E n M R
Growth
H% 15.14 10.42 7.00 3,07 29,09 30.83 8,00 15.33 13,17
L 1.7, 12,00 TLA3 0 0,20 20,32 20, S04 1L,SD 1nLie
" ra
H 14.89 10.89 6,783 9.75 28.86 30.43 8,56 15.14 12.86
L 17.20 11.30 8.060 9..0 29,60 29.80 é.GC 15.00 12,20
> -
H 16.80 11.60 6,80 9,20 27.50 30.60 7.20 15,40 13.20
L 15.11 11.00 7.44 9.38 30.00 29.86 9 33 14.85 12,14

* H = above ~edlan; L = below medi.n
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coustrained by weaiity, they need not correspond closely to it,

'

Some manzgements may chiracteristically hold portentous views of
thelr condition and chronically 'rtun scared;” others, llke the

proverbial donkey, may need some halp to have their attention got.

Other Statuys Indicators. Finally, in order to explore these matters
further and also to gather data useful to the validation of o;r
iadexes, we classified each of the firms in our sample listed among
the "Portune 50(r' as to whether it was 2bove or below the industry
medians on "return on sales,” "return on investment,” and Fortune's
""growth vate index."aé’ We then computed the mean scores for cach
group of firms on each of cur derived indexes with cthe results
displayed in Table 18. First of all it will be noticed that, although
the ditfferences are not great, there is A& congsistent tendency for
firms falling above or below tne median on Growth (defined in terms
of earnings-per-share of coumon stock) and ROI to exhibit uniform
differences in their mean scores on our indexas, This trend is not

80 clear when firms are divided at the industry median return on

1 :
sales, -

Row, for one thing, thif speaks to the validity o£>our derived
8 priori indexes. Unrefined @s they may be as scales, they are
evidently capable of differentiating among companies -= on the average
at least -- along organizaticnally meaningful dimensions. In the

second place, it will be geen that firms high on ROI and cn Growth
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(which is related to ROL) consistertly score lggég on the F, P
and R-inderes (the "motivation" pointer;). Averaging across the
three indexes, the mean scores for companies above arnd below the
growth median were 10.85 and 11.90 vespectively -- a difference of
more than a full index point; those above and below the ROI median
averagec 10,85 and 12,33 reypectively -- ap even greater spread,
Return on stles, however, produced an opposite pattern on two
nf the thras indev-e The Radndes diffogance pes £ the oemo
direc. ion as before, but firms with high return on sales scored
higner on the F and P indexes and, averaging across all three in=-
dexes, the companies above the median return on sales had mean
scores of 11.73 and those zzlow it 2 mean of 11,18,
it wmay be inferred from these findings that return on sales and
return on investment have somewhat different associatiens with organi-
zationc]l motivation., Unfortunately the size of our sample would not
support the kinds of controlled crcss-classifications that would
be necessary {o searching analysis of the matter, so we ave unable to
say much more about 1t. ﬁe—would note, however, that since the
questionnaire was & corporate response it is possible t;at it reflects
something of & financial bias, making such {actérs somewhat more
sensitive irdicators.33
Be that as it may, looking further at Table 18, another

instance of the "whistling in the dark syndrome" can be seen:

firms belouw the median on growth, ROI and return on sales, reguiarly
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describe their "current status' as better thaas do those above those
medians ~- and substantially so in the case of sales. More generally,
however, the validity of the "status” indexes is supported by the

fact that on the E, M and H~indexes, firms above the medians descrile
themselves more favorably (especially on the fH-index),

Further, it will be noticed that, in general, groups of firms
that, on the average, score lower ou the motivation indexes, score
nrgner oo the status indexes, thus contirming the inverse relations
described earlier from the index inter-correlations.

Also of interest, as a concluding observation, is the fact that,
on the average, those firms classed below the medians on return on
sales, return on investment, and growth (particularly the first and
last of these) all have high goverumeant dependency indexes,

Summary and Conclusions

What finally can we say in surmary of the many, often complex
things we have seen during this wide-ranging empirical excursion
through portions of the Federal procuremect and related industrial
worlds. At the risk of some oversimplification and keeping in mind
that ea;h statement is, for the present, more liypothesis than fact,
we may hazard a number of generalizations. To wit:

Many of the firms surveyed segregated their commercial from
their government business, Whether they did so orlnot, however,
had to do with their size and the extent of tgeir involvement in

R&D work. his finding illustrates a much more general tendency
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for the things that organizations do and the ways they dc them to

vary as a4 function of both size and technology.

The same ghenomeotn -~ scparation of government from commercial

LAt e gt kTt B

operations ~~ also illuetrated a tendency for firms heavily involved

in government contracting to differ in impertant ways from others

v

less heavily engaged, By the siame token, those companies serving
mainly as prime contractors commonly contrast with thelr subcontrac-

ting counterparcs (although this seems to depend heavily on the

dollar-values of the contracts involved),

Most of the firms we surveyed were disposed towevd reducing

their dependence on the government (i.e., DuD/NASA) market, usually

SO G S e

by the mechanism of increasing the proportions of thelrxr commercial

pu

sales., There was, however, no great optimism about prospects for
achieving such a re-distribution of sales, and especially not

among those corporations already heavily committed to the government
market. In any case, one would have to infer some current lack of
inherent attractiveness about the government market., It is wdely
perceived to be burdensome, uncertain &and unprofitable, as weil,

apparently, as necessitating a strong dose of organizational

specialization as a condition of entry.

A
>

In this connection, interestingly, we found chat the firms
studied, although they regarded themselves as having the advantage

of lower than average capital investments, nevertheless perceived
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their aggregate investment to be preater than average because of
very heavy investments 1n technical personnel. Irndead, one of them
sternly criticized conventional accounting definitions of investment
for thelr failure to take such factuvs into accont,

As a group, despite some pollyznna-like man;festations, the
companies in our sample evaluated tleir‘statuses as "questionable,"”
as well they might have in view of thc events of the past year, Still,
they were able to differentiate various farcots of their canditinnpe
with the result that cutlocks were not uniformly "sour," even if they
typically were guarded.

We have said that firms tended to see government contracting
as "unprefitable,” at least in the most direct sense of that term,
Yet we were unable to discover any clearly defined universal
standards of high, low or even “'acceptable” profit., We did find,
however, that large firms and firms heavily involved in goviraoment
contracting were likely to think "smaller" in the matter of profit,
and we offered some reasons for that. Furthermore, we learned that,
by and large, profit tended to be thought of mainly as a means of
achieving organizational growth and only secondariiy (albeit a
close second) as a reward for shareholders.

From a review of the conditions companies sought (or did not
seek) to satisfy when contracting, we inferred that on the whule they

could be characterized as risk-sverse, intent on preserving their

bargaining position relative to the government, and strongly oriented
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toward quality performancu and the preservation of working relations 1
wita the customer; they were not ao polncedlg_concctned with costs 3
nor with maximizing profits, |

Using similsr dats we were led to the further judgement thal,
very broadly speaking, organizationa. motivation tends to be
‘gencralized rather than highly specific and to be aroused by adverse
managerial perceptions of organizational prospects, At the same time,
it cunt e Suld TNt nearly 21! the firms surveyec earned rather i
high scores on our “wotivation" indicators. ’ 3

Reviewing varicus agpacts of the subcentracting practices of )
the companies in our sample, we found, among other things, a clear
trend toward limiting compatition, The reasons given for auch 3
policies gave rise to sunpasitions that the same conditio. s were likcly
to prevail in awarding prise contracts and that, at least where R&D
is involved, there are definite constraints upon the fessibility of
cempetitive procurement, In its turn, this conclusion prowpts the
idea that real ?eed exists for devising effective alternatives to A
competition in federal ﬁrocurements. ) ‘ ]

" Finally, despite repeated and varie./ artempts, we were unable

PO

to develop persussive evidence thot varistions Lia contract fcrms 3

materially affected modes of contract or project management or thre
allocation of organizational rescursss. Por could we find much
emphasis on targeting fncencives at other than mansgerial levels, . 1

and then with but little indication of meaningful subsequent |
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contract-based managerial performance evaluation aﬁé reward,
Conaequent 1y we were moved to voice rééervations about the impact
and usafulness of incentive arrangements, except, parhaps, for
advisory puvposes.

It is our anticipation, of course, thot we shall have more

to say on theese and other subjects i{n future reports and papers.
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Footnotes_
1, Writings such as J. K, Galbraith's "ljow to control the military,”
Harpers, 1969, 238, 31-49; Sen, Williaa Proxmire's Report

from Wasteland, New York: Praeger, 1970; H. L. Nieburg's

In the nine of science, Chicage: Quadrangle, 1966; together
with the growth and evolution of the various Federal procure-
ment regulations and contracting methods; the many procurement

conferencee, such &8 the NCMA's recent "Systems Acquizition

for the '70's" gessien in Washington; and, of course, -the very
existence of the profesgional cadre of specialized contracts
adninistrators represented by the NCHA, all combine to testify
eloquently to the *readth of concern.

2, Supported under NASA Crant NGR 133-015-061, the persons and
organizations whose help and cooperation mide cur studies
possible were far too many for mention her:, It is mete to
asy, however, that they included the HCMi., Moreover, without
the very gpecial encouragement, stimulation and Intellectual
nourishment afforded by James E. Cravens it 4is doubtful that
ve would ever n3ve got into the woids, much less out again,

Project summayies and interim reports are available from the

A ol e 7 ok e AR 2D Ao e lnd ot AT, TEAR b b b om0 e Kot e sl b i W

Profect Director, Prof. R, G. Hunt, Department of Psychology,

State University of New York, Buffalo, N. Y. 14226, 3
3. See Perry, F. A, Jr. & Hunt, R, G. The étveloémcut of methado-

logies for the analysis of coantracting snd orgscizationzl B

mctivation. Technfcel Report No. 6, (july, 1969}, Crant NGR

33-015-061, State University of New York, Buffalo, N. ¥..
' ' Ly A ~
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4., Thanks are due the Technfcal Services Section of the Survey
Research Center, State University of New York at Buffalo
and o ite Director, Joel Rose, and Jeanette Gibson for
their patient and generous &ssistence in this procese as

well as in others.
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5. Organization size is, of course, widely viewed as one aof the

most significant determiners of both organizational struc-

ture and process -- hence our singling it out for special

attention., (cf. discussions in Pugh, D. S., et a1, Dimensioas

of organization structure. Administrative Science Quarterly,

1968, 13, 65-105; and in Lichtman, €, M. & Huent, R. G.,

Personality and corganization theory., Psychological Builetin,

fn press,) George Katona, too, has stressed the differences

in the managerial tasks of large vs smell firms; gee his

Psychological analysis of economic behavior, New York:

McGraw-Hill, 1963, Ch, 9.

6, ¥sr purposes of this paper, we commonly accented as statis-

,

tically significant, any finding for which the probability

of chance occurence was .10 or less. However, we have

chosen to give somewhat greater stress to findings signifi-

cant at the .0S~-level or below, and also to treat as

"suggestive" any finding significan. at between ,15 and ,10,

- In statistical terms, then, we have chosen to %rade a

greater risk of wrongly accepting a false hypothesis for a

Lbidhn, wik e it it o et e e
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lesser risk of wrongly rejecting a true one. For analyses
based on one degree of freeduom, as all of them wero,
except &8s noted later, chi-square valves of 2.71, 3.84, 5.02,
and 6,63 were significant at .10, .05, .C25, and .Ol
respectively.

7. The statistic T2u, used throughout this report as a measure

T+ vprios fen= ON ta
1.00 and may take either positive vz negatiwz ig., Itz
magnitude L5 an index of the degrec of associsiion betwesn
two variebles, Tau-B indexes the special case of associa-
ticn in symetrical tables -- in the present case, where
both variables are dichotomous. Chi-square (xz), ot course,
is a convention2l measuve of indepondence among two variables
thit requires ro more than nominaf measuremert. We are here
vsing fauv ar an index of the form and divection of reletions
among voriables the statistical significance of which has
heen determined by Xz.

8. Se2, Blau, P. A formsl theory of differe.tiation {n organiza-

tiona, American Socfolopical Review, 1970, 35, 201-219,

9., See, Hunt, R, &, & Hunk, G. W, Some structural features of
relations betweea the Departeent of Defensc, The Kational
Aeronautics and Space Administration, and their principal
contxactors, Technical Report No. § (Nov., 1969}, Grant NGR

33-015-061, State tUniversity of New York, Buffalo, N, Y.
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10.

11.

ot

[

14,

PO

Mostly these fdeas were derivec from interviews with both

government and contracter personnel,

See Hunt, R, C, Organization and technology. Technical

See Blau, op cit.

Report No. 9 (teb., 1970), Grant NGR 33-015-0461, State
University of New York, Buffalo, N. Y., (Acedexmy of

Managenent Journzl, in press.)

.
2

'\-."
X
*

Discussicn of such barriers to eantry into the government

market can bz found, for instance, in Baldwin, W. L. The

structure of the defense market 1955.1964. Durham, N, C.:

Duke Univ, Press, 1967, and Stekler, H. O, The structure

and performance of the aercspace industry. Berkeley:

Univ, of California Press, 1935. A useful discussicn can
also be found in Meyerson, M. The price of admission into

the defense business, harvard Business Review, 1967, 45,

111-123,

for a guide to the literature, see Fong, S, & Hunt, R, G.

Incentive contracting: An annotsted and classified modern

bibliography. Technical Report No. 2 (Peb., 1969). Grant

84

NGR 33-015-061, State Uaiversity of New York, Buffalo, N. Y.

Alsc, novel, because it deals with subcontracting (albeit

wcstly non-evaluatively), is Shulman, M, L. The negotiation,

averd and administration of fixed price incentive Subcontracts,

Masters Thesis, Union Cellege, Schenectedy, Mew York, 1970,
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15,

16.

i7.

la.

85

A consideration Jf contractor risk aversion in contract
negotiation can be found in Seagfe, 3. P. A methed for
the study of riek aversion frum incentive contract nego-
tiazlons., Technical Report Ro. 1 (Oct., 1968}, Grant NGR
33-015-061, State Unlversity of New Yurk, BRuffzlo, N, Y.
See also, Moore, F. T, Incentive cestracts, In S, Enke

(£d.) Defense Management, Fnglewood Cliffs, N. J.:

Prentice~Hall, 1567, Pp. 213-232,
Exclusive application of incentive schemes to m@nagement is,
of courge, common practice; see Andrews, R. (Ed.)

Maragerial compensatisn., Ann Arbor, Mich.: Foundatisa

for Research on Ruran Behavior, 1965. See also, Patton, A,
Men, money and motivation. New York: McCrzw-H{ll, 1961,

Other reviewz of contract incentives can be fourd inventoried

in Fong and Hunt, op cit. Awmong thes, hovever, the following

works stand out: Scherer, P. M. The weapons acquisition

process: Economic incentives, Beoston: Harvard Unix, Press,

1964; Fisher, 1. N, A rcappcaisal of incentive contractiug

experience, RAND Memorandua kMM-5700-PR. Santa Xonica, rald

RAND Corp., 1964; Jones, T, H. Jr, & study of selected
aspects of the use of incentive contracts in United States
‘Air Porce procurement manzgement. Uspublished doctorasl

dissertation, Ohio State University, ¥367.

Ka:éna, G. op. cit.
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Discussion of these issues, relutive to needs for profit, may
be found in Hunt, R. G, An esmay on the profit motive.

Defense Management Journal, 1969, 5, 6-1l.

This, £t may be noted, 18 consiestent with arguments regarding
the role of profit advanced -n the paper just cited, i.e,,
Hunt, R. G, ibid.

More extended arslysie of thesec matters can be found in

Schefn, E. Orpenizatricnsl pgycholoxy. Englewcod Cliffs,

¥, J.: Prentice-Hall, 1965, and Lichtman, C. M. & Hunt, R.G,
op cit., as well as in our working paper, “Corporate, indivi-
dual and situational factors in organizational emotivation."
(R. G. Hunt, F, A, Pervy, J.. & I. Rubin), State University
ol New York, March, 1965,

3ee¢ again, Hunt, R, G. An essay om the profit motive, op cit.

and, of ccurge, Galbraith, J. K. The new incdustrial gtate.

Boaton; Houghton Mifflin, 1%67,

Tau-( is 2 apecial application of the Tas statistic to
asymetrical tablea, In the present instance thes: &1l were
Zx3 tebles. As a resultlﬁli asgoclated chi-squire values
are baged on two degreco of frecdom ruch that msgnitudes of

. 4,61 and 5.99 are significant at the .10 and .95 levels

'; respectivaly, .
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27,
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An informative review of distinctions between tactical and

strategic goels may be found in Anthony, R. N. Planning

and control systems, Bogvon: Harvard Univ. Press, 1965.

This will become still clearer in a review of our respendents'
projected future NASA/DoD involvements later in this paper.
Like others before, this observation is based mainly on our
interviews wita contractor personnel,
The debate on defense industyy profits can be appreclated
from Miles, M, Defense profite: Ace they declining or
rieing. The New Republic, Aug. i7, 1968, 158, 19-21.
“Present” i% this context is to be understesad a. referring to
the perind durxing which data were gathered, namely,
Jar.uary through -June 1969 -- a period wd;n‘ptospects for the
aexospace industry weve not go darkly clouded as they are
at the time this is written (i.e., June, 1970),
Hoet, R. G. & Fong, S. Advertising and organizacional moti-
vation: 4An empirical inquiry, Technical Report No. 5
(May, 1969), Grant KGR 33-0153-06:, State University of
Rew Yook, Buffalo, ﬁ. Y. By studying comparative A;vertising
pattercs for matched groups of mainly goverament coutractors
and mafinly commercial firms, an "impulse toward divergifica-
tiénﬁ wis disccrned. The forser exhivited a long-term ten-
‘dency to reduce Lheir advertising in 'aercspace" periodicaié

" and to inc¢ ‘eaze it in "geﬁeral business"” cutlets; commercial

firms showed an opposite. if weaker tr-ond,
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30, That iz, from the requirement that correlations be statis-
tically significant at least at ,05-levels, to one allowing
acceptance of relations significant at .10.

31, We should point out that even those firms producing relatively

ST WA G NI TS LIMR L. 2, A yENAE s e,

"low'" scores were actusliy rather high in absoluyte terms.
Yy 8

e

In other words, we ware dealing with a group of firms all

of which were highly motivated. Ag a consequence we are

K - - - =Y. - vne s e o P A B R ] LI N gy
eiyaug Lv dRe CuliPiiwesdr weaatalLULITI2NS WLILLT 2

restricted segment of the motivaticaal scales, which very

pessibly acceunts for why we have generated no more
statistically significant analyses than we have. In any

event, it is another reason for our wiliingnese to work

LA o o s i o LR NI g S LR v B BRI T El e

with lower than usual levels of statistical significance,

32, Fortune Magazine, Directory of ‘the 500 largest industrial
covporations, Fortune, 1970 (May), 81, 182-203.

33. An interesting txedtoent of this problem of velstions between

:
:
:
5

actual avnd perceived buainess conditicns amd corporate goai-
seeking is to be found in Katona, op cit., Pp. 206 £f.

As anticipated in our carlier Working Paper (i.e., Humt,
Perry & Rubin, op cit.) our current findingl imply 8 some-
what more generalized motivaticnal engagement by adverase
circumlttn&es than he suggests, but they are nonetheless

largely consonant with his ideas., Any seeming points of

difference will nmed to remain moot.
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1,

" Thank you for your coopersiion.

STATE UNIVERSITY OF NEW YORK AT BUFFALO
Coentracting and Motivation Study

Policy Questionn aira

Thiz questionnaire is concerned with your firm's experiences, policies smd
procedurez regarding federal gevernment contracting. 71t consists of five
parts, the last of which, ®Coriments," invites pertineni observations addi=-
tional to those previously made. It also provides sn opportunity for clarie
ficatlon or amplification of earlier answers.

Full or partial siswers to certsain guostions may be contained in existing
brochures; reports or other dcciments. If so please attach them hereto ane
indicate sppropriate references zt suitable points in the q\.estionnaire
If not already matters of publie record, all informaetion contained ir t¥
qurestionnaire, or otherwise furnished b'y the subject organization or itn B
emplovees, is confldential both as to organization and individual, No viu=
lic gttribution will be made without express written permission. 3

~

k)
. I
In the sreas it surveys, this questionnaire is intended to constitute a
statement of organizational poaition, as distinet from personal viewpoint.
Therafore, care should be exercised to assure that it fully and accerately
rofiects the views and policies of your organization. (For present purposes,
"Division" 1a defined as & semi-indapendent operating unit and policy center
within & single company and "Subsidiary™ iz defined as a compeny” having cver
half its stock owned or controlled by another company.)

Compeny {Include Division snd/or Parent Company, if relevant -= completicn of
this question is opticnal)

If previous question 1g unemswered}
Is your crganizsbion a division or a subsidiery of a larger firm? {Check one)

Division Subsidiary Neither
Answers terein represent policy of (check which applies):
Company as a whole __ Division only Sutsidiary

Is any rmejor internal corporate reorgmization in procsss or pending? If
80, please deascrilte briestly its ge.erzl nsture end raticnale.

s o pan e e ce—z Py —,

Is merger with snother company in psocess or pending? If so, plesse desci‘be
briefly its circumstances. _

Title of official supervising complation of this questionnaire:

—
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A« CRGANIZATION SURVEY

1. In the psst yeesr what was the averege number of employees (211 types and
levels) in your organization? (Check one)

3

n . 25,00C or mere — 500 = 1,999
12,000 = 24,937 2350 - L9
7,000 = 11,999 T fewer than 250

2 GO0 =~ 6,999

la. If yvour orranization is o divisicn of a larger firm, approximately
what was the averzge total rumber of employess (all types and levels)
in yeur parent firm? (Place an X in the space above that applies).

2: Fer the maot wonrant M1 veer. whet usra the tntal sales by our organiza~
tion? (Ckeck ona)

$700 million or more 335 - 74 million
$325 » 695 miliion $10 - 34 millien
3175 = 324 million $1 - 9rmliion

$125 « 174 million less than $1 rillien
$ 75 ~ 124 mllion

23, If your orgenizetinc is a division of a larger firm, approximately what
werc thoe total sales of your parent firm? (Flace an X in the space
sbove that applies).

3+ NDuring the most recent full year, and l:cluding ail sources, what were your
organization's total R&D ~xpenditures? (Check one)

over $75 million $100,000 ~ 1 rmillion
315 « 79 million iess than $10G,000
_$1~15 million .

L. During the most racent full year, what was the spproximate mix of governzent
end comuercial business in youwr orgaaization (&8 & percentage of salea';‘."
(Check one) -

over J0% government ' 15 « 254 governmant
T 81 - 80X government 6 » 15% zovernment -
26 - 503 government 2 or less goverrmont

Las I your o-gati~ation is @ division of a largsr firm, epproximately what
wan the comwercinl/gwarnrent rix in your para-:t. firm? (Plece an X in
the opaco above that applies),
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S. Where is your organization located (principal operations)?

3 it iy

Northeast Midwest Pacific
Soutneact Southwest . Cnast

i

6. About how many versons hold stock in your (parent} organization?
(Check one)

N

0~ 100 100 « 1000 over 1000

7. Yhich of the following describe your orgenizationts , businesa? (Check all
that apply ~= if -ore than one, enc:chZ_Lg tl.at one which nornmally accounts
for the greatcst volume of sales)

Aiddat

e CCLUE Hev  ound i ulviuvi
_ General Building . Heavy Construction Other
‘ (deacribe)

bt el

B, Manifacturing

Oringnice and accessories

Textile producte (including epparel)

Larber and wood products

Paper and allied products

Chemicals end allied producta

Petroleum end refining and related indvstiries

Rubber and miscellanvous plastic preducts

Stone, clgr, glass and concrete products

Prirary metal industyry

Primary metazl products {except orénsmee, machinery snd
transportstion equipment)

Machinery (excapt elacirical but including computing machinen)

Machinery {electrical)

Motox venicles and equipment -

Mreraft and parts ;

Ships

Professional, sclentific and coitrelling instruments, photographisz

7T and ophicel goous. watches vu" clocks

Cther (deseribe)t o }

Ce Services

Semmunication

Riginesrming and architectural sarvices

Maintenaes servicoo .

Other {deseribe): -

o

llil

Ta. If your orgenization ls & division or a subsidiary of a arger firm
ploass olaze an X in the spece deserining asditione) lines of business
in which your present f{irm is engajed., Then, for all lines indicated,
draw a box around thal one sceounting for your parent firm's largest
volume 2f sales, :
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B. GENERAL CONTRACTING SURVEY

1. Since 1950 roughly how many contracta has your organization performed,
either as prime or subcontracter, for agencies of the federal government
and within what range has the doilar value of most of these contracts
fallen?

=~

prime and subcontracts

ranging in value from § to $

2. In what year wos the first such contract received? (If prior to 1950,
siaply a0 state.)

— gt e— e b e

3, Has the bulk of your oxpanimation’s expcrience with federal government
contracting been: o :

Prior to 1$62
- Since 1962
Without real difierence &3 to time
1{

4, With what federal procurecment sgencles (e.g., RASA-Godderd, NASA-Houston,
AFS5C, SAMSO, Navy-0SC, Army Missile Comreand, ABC, etc.) has your organiza-
tion most often contracted? (Liat in order, the 2 or 3 most frequent
along with the kinds of work most crmmonly covered.)

Agency Work Covered

5. Doer your (pggnnt) compény separste organizetionslly cor administrstively
goJerromnt &  .ommercisl work? 1f so, ~lease describe how.

LLIRTRC S Y] = et N STt et e

¢ o

6. TFor your company as & waole would you say there is prezently:

a trend toward more emphasls on governmen: coatracting?
& trend towars less zophazis on government contracting?
a generslly constant pattern of goverament cont:iasting?

Aay——
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9.

10.

12.

A
™
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et

For your company 88 & whole, approximately what percentage mix of govern-
ment and commercial business is regarded as optimal?

£rom about % to about % government

Approximately what percent of R&D work performed under government contract
in your organization has resulfed, directly or indirectly, iu follow-on
production work, either in your crgenization or elsewnere in the Zi.m?

about A

Has the bulk of your organization's government-sponsored work been per-
formed &6

prime contractor?

sub-cont:actor?
thags ~msalin ae wrime apd gyh-contractor?

By offica or position, who in your comparny normally exercises fingl line
decision rogzarding types, terms and other contrsct features?

What 48 the vsuzl compozitcion cf your organizetion's contract negotiation
term? Ey position title, please identify the normal pximcipal negotiator,
deacribe the function of ecach team member end indicate what veriaticns in
compesition or function might be sescuisted with variatiocn in the contract's
gize or nuture,

Usual! chief negotiator:

Usual team membesa (poziiion title) Yunctionz

s o0 'n

Varistions by contract eire or nature (describe):

When letting subcontracts, does your firm tend to rely on & telstvively
establishad group of eubcontractors with whoa you've had long-term rela-
tionships involving the kind of work required? if so, please describe
briefly the vationele for this policy. If not, plesse describe briefly
any poli:zy that is folloued aleong with its raticnaie.
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13, Hheﬁicon:racting, ond especially for R&D-type work, how important does

our management believe it to be that the gpecific contract:
y g

Protect the contractor against risk (check one)

essentinl desirable but not nefther essentisl
reelly essential nor cven desirabile

Offer operational flexibility {check ocne)

essentiol desirabla but not \\ nefther essential
really esgential nor even desirasble

Foster progrem discipline (scope, methods, procedures) (check one)

essential desirvcole hut not neithexr esgential
really essential nor even desirable

Reduce govermment techmical direction or gsurveillance (zheck one)

esgential degfireble but not neither essential
really esgential nor evern desircdle

Safeguard proprietary interests {check one)

escential desfrable but not neither esaential
really essential nor even desirable

Poster quality perfcrmance (check one)

essential detirzble but not nefther essen’'.lal
;. teally essential nor even decirable

Engender high degrces of motivation to control costs (check one)}

i

essentisl desirable but not neither essential
really eszeatial nor even desirable

Stimulate high levels of cootractor/governmeat communication (check one)

egaential ' desirable but not _ neither essentfal
reslly essentisl nor even deairable

Yield & high profit leval (check one)

ecsantial desirable hut not neither cagential

really sssentiel anr even Jesirable
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14,

15.

16.

17.

18,

In your organizetion, are there procedural differences in the adminise-
tration of incentive contracts relative to other types? Please outline
them briefly,

Por R&D, in general are people throughout the firm aware of the p« ~icular
types of contracts (i.e., lncentive, fixed price, etec.) they are working
under? What is the lowest level of the organization to vhich swareness
extends and how 48 it brought sbout? -

Lersest level of aswareness:

yr - _ - - e s . A
Fediie we basapnellf auone aweivicoe,

Are there diiferences im the case ot production contracts? £ so, please
degcribe; 3 -

With epecial reference to contracts having incentive features, to what
extent and in what ways are functional depuartments in the organization
(e.g., englneering, accounting, etc.) inforwed, directly or indirectly,
sbout cthe structuring of individual contracts with which they are

involved? (For example, are production workers told how muck a reduc-
ticn in cost will increcase profits?)

Do incentive structures affect rssource allocation, sctuff and materie:
prioxrities end transfers or the like? 1If so, how?

Haa your organization received or let subcontractes that contaian incen-
tiver for cost saving, rerformance, or timely delivery? 1If so, please
deacribe why they were uvsed, and how ofcen thoy are used.

How often used:
Reaaons for unre:
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19,

21,

2

If you heve let or rececived subcontracts with incentives, what kinds of
constraints were placed on you or your subeontractor {».2., cdst account-
ing procedures, inspection cn subcontractor's premises, scteduling, etc.)?

-y

-

19a, How &ave the type and degree of zonstrefints determined?

18b. How might the constrainta descrived above difier from subcontracts
with a firam fixed price?

i

Are there any special policles guiding the kinds (L.e., FFP, CPIF, eze.)
of govarnmeat countracts your orgsnlzstion will seeh or accept, or
setting vomditions relative to bids or proposals for goveruscent work?

If 80, plevs? describe them.

worn

20s, If your organization is a subsidiary, what portion of the guideiines
described ahove are =2stablished by the psrent? check if not
applicable.

- /- ——-

20b. If vour organizetior hes suhsidiaries, what types of guidelines do
yous (the parent) establish for the subsidicriea! Ave they the same
for all subsidiaries? check if not epplicable,

Does your orgenixation employ any fors of wage incentlve pian {i.e., any
system for providisg exiri memetary paywskte of other vonsideraticex con-
vertible £o worey == @.3., stock =« in direct relation tu individeal, grouvp
or ccmpeny performance)? I€ so, picase deacribe ic briefly and {ndiceta
perscanel levels to chich it is spriled,

-
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C. INCOME AND EXPENDITURE SURVEY

-~ -

In this sectlion of the questionnsgire, plesse answer from the point of wiew
ol the corporation or the corrorate division, as apprupriate, and indicate
this orientation in the space below, '

R Oy
< * <.

Ths following answers describe and reflect policy ot
the corporate level

.. the divisional level

s

1. Approximately, what is the total acquisition vaiue of mechinery, btuildings,
tools, and test equipment (not land) currently used in your acvivities?

2. What percentage is used for R&D (Research and Development) projects?

—— e

e g

2a, What percentsge of R%D is under government contiract?

~»

4

3. What percentage of facilities and equipment used for governmeni RAD is
government furnished?

L« Which kinds of contracts 4end to be associsted with larger amounts of
government furnished materials? (check the two largest)

production contracts
operations snalyses
pilot production
testing

other: (describe)

5« What percentage of total revenues, in a typicsl year, represents fees for
research and development contracts with the federal govemment?

6. What percantage of total revenuss, in a typiéal yesr, rearesants fees for
research and development contreots with other corporations?

- . ) {over)

&3 .
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7. What percentage of revenues cr profits is t,pically a.locahed to "In-house"

resesrch and devzlopment?

v percent revenues
vercent profits

8. With respect only to R&D contracts with the federal government, do larger
contrects differ from smuller contracts with respect to government
furnished materials f{including facilities, machinery and equipment) as a
vercentage of iotal contract cosls? (check one)

Larger contracts heave relatively larger
government centributions

Largar contracts have abov% tle same relativs
goverament contributions

Larger contracts have relatively small government
cortribulions

A ————
tt——

9. Of cepital equipment and facilities not furnished by government, what
percentage, typically, must be procured new by the company/division?

%

J0. What part of toital contract costs do such new procurements normally
represent?

11, What is the useful life of cspita). equipment procured for R&D w.rk in the
company/division?

12, What is the age-distribution of capital equipment (Velued at acquisition
cost) used by the compmy/division? What is the age~-distribution of
capital equipment used primeipally for R&D by the company/division?
{Check one in each colum)

™

=3
,a
)

Less than 2 years
2 - 4 years

L - 5 yaars

6 ~ § years

8 - 10 years

over 10 years

il

——
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B
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L\:-' -

b. Now we'd like you to tell us whether you think things should be
different from the wsy you've just degscribed them.

B N £ T

h]

ag

£
4

out the form once again, this time deseribing what you believe
differences between governmental and non-governmental projects

ahculd bes

To increase the
long-run profita~
bility of the firm?

To increases and ex-
tend the reputation
of the firm?

Ta ha subasguantlv
usad on many oiher
projects?

To increase the
skills of employed
techiicians and
workers?

To result jn more
precise or higher
quality preducts?

To be disnosed of
by reselling to
agnother firm?

To be leased rather

than purchased from
the supplier?

YSYCRDNUPPINEE S

SHOULD BE

MORE
LIKELY

SHOUID BE

1£5S
LIKELY

SHOULD BE

ABOUT EQUALLY

P

LIKELY

Please fill

o~

A

rere s mee e e ey
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v}
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25

13, What is the disposition of capitel equipment used in RAD work?
{check most typlcal) )

1 Returned to lender R "

Ratained and purchased

Retained on loan

Scrapped

S50ld to third party

T VI LR L eyt

L

1. Who (by function, office, or pesition) in your organization makes ;
decisions concerning cegpital budgeting?

oy

15. Please complete the following check lists:

RCIRPATTONR, 21

a. When compared with non-governrental prolects, are investments by
your organizetlen in capitail equipmeit for fulfilling sovernment
contracts more likely, less likely or ghout equally likely. (Check 2
the appropriate box alongside each statement.)

MORE LESS ABOUT EQUALLY
LIKELY LIRELY LIKELY

PRRY R A

To increase the long-run
profitability of the firm?

To increase and extend the
Teputation of the farm?

R, PIPP

To ve subsequently used on !
many other projecta?

To increase the 3kills of
employed technicians & -
workers?

]
To result in more precise ) . 4
or higher quality products? k

To be disposed of by resel]ing
to another firm?

To be leased rasther than . ]
purchased from the supplier? 3
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) 16; For what uses does your company require profit{? Please rank esch of

17.

18.

the following functions in terms of their importance to your particular
company. Use 1 to indicate "most important," 2 to indicsgte "next most
Importent," eote, ' . .

meet current cgpital requirements .
enlarge capital base (growth) :
pey stockholders and attracty capital

measure overall performance effectivennsa

finance intoimal R&D

other (descsibe):

11

16a. Relstive to Zirms in other industries having annual salcs comparsble
with yours, would you say your firm's level of capital invesiment ist

probably about probably
lover the sane higher

16bh. Pzlstive to firms in other industries having anuszl sales comparable
with yours, would you say your firm's investment in technical/
engineering personnel is:

probably arout probably
lower the same higler

In general, what would you ssy a reasonable "going out" profit would be
for your compeny on & RieD contract?

% of scles
% of investment

Underytanding that n number of factors might influence the acceptability
of a given level of profit; what percentages define the limits of ths
ranga betveen what, you would regard as rather a low fee for R&D work

and g high one? ’

LOW

(1]

o

a,

anything below % of sales HICH: anything sbove % of sales
10d: anything balow % of investment HIGH: anything above % of investmer

ey iy g
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Do ORGANIZATION STATUS ASSESSMENT

For each of the rollou':ing, chéck the space that best describes your organizatiom.

1. Physical plant cepwsbility currently employad (relative to normal
. operations)s

"30% or 1888 tumleatealewiocdeaioc]jomtenSoniofant near total

B L R

e

2. Future expectations concerning availability to your industry of government

business:
less Work temleawpunlZmsieeleciedjre icebeni-beas more Work

3, Fixed overheed costs: (relative to industry averages)

relatively low tewleewteeZemteclestedjon tonbom fuufen: relatively high

he Staff cspability currently employed:

significant i==lemies2 sioc3eatoc)imetoaben b nsar total
under-utilization utiliwation

Se Payroll expanses pertairing to technical personnel:
fixed teelemtec?emtanlemtoa)jontandanticafan; variable
6. Present level of competition from other firms:
very low tewleeiec2ewien=}m=iecljemiecfaniebons very high
7. Expacted futura level of competition from other firms:
decreasing :--1—-:--2-:--3-—:--14-:--5--:--6-: increasing
'Ge Commarcial outlets presently avallable:
al;noz;t none tmelenteeesiecdentediccteabuntchbaun: very many
9. Anticipated future avallability of commercial outlets:
decreasing te=leeie-Zemntmclemtedjeetcabmieben; increasing
10. Current relationship with sgencles such sus NASA or DoD:
_ faiyly poor :--1-:--2--=-3--:-—h--:;-.5--:-6--: quite good
11, Anticipated future relationship with NASA and/or DoD:

less involvement teeleeiccleciccldenien)jantacfan tccfen: more involvement

than now , ) . than now

-t ’
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12. Current males levels (relative to lnéustry avarﬁgos)

relstively low DK, JRP SUPYND, TR DUV P S rel‘atively high

PRI

13, Anticipated sales level: (relative to current level) i
decreasing te-l-eteeamiec3dcatec)jemjecSentacfeat 1ncrcf'g'.sing
1L+ Current profit levels: (relative to industry averages) .
relatively low fesle=te2eete~dectcajmmtmeSeet--6~=: relatively high

1i5. Expacted short-term future profit level: (relative to current levzl)

Nk i e

dscreasing teeleeie~2enie=3entecliatcafentab-~1 increasing

']
N

Sirzstzd lamso dewm Sudbure prafi4 Tavals (relative to current level)

—— e e . e

"

. decr28sing teeleeimeZoetondes facljen e 5--;--6m-: increasing
1;2. Potential commercisl spin-off from government work:
low te=leetoleniocdeetodjenirnfentacbee: high
18. Current rate of technologicsal chmpge in your industry:
1oW fe=lo=tmelocter3emtc)jretccfamiecb~e: high
19« Expected short-term future rate of technological change:

accelerating t-=le=te-2emtecdentudjenirnbacracban: decelerating

T N PN
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E. GENERAL COMMENTS

N

Flease enter hers any comments you believe pertinent either to matters
raised in this queationnaire or any others you believe to be relevant
to our investigation:

¢
LY

\;“ 5 .

I

N

A )

o

s
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PUTCNY ¥ P

POLICY QUESTIONNAIRE . -
" Pinal Code
(Swmary; ' o]

Use general codes: R . ) 3

X for unanswered
Y

I. Contractor Experionce (B)*

Itemkk
9 (Prime or Sub)
la {No. Prime}
16 (No. Sub)

lc (Contract Values)

2 (Cont. how long)

for inapplicatble

0 Eér omitted from queationnaire suppliied ' S s

3 (Pre/Post McNamara) : 1 1662 or earlier; 2 - since 1962
4a (Agencies) : L - Zob, USAF’ ‘ :
2 - DoD, USN ’ 2
MULTIPLE 3 « ped, USA : ‘ o
CODING 4 - Do, other or unszecified
- FCRMISSIBLE 8 5 - NASA, Marshalt (Huntsv-lle)
6

-

8

Pokrpurposea of subsequent enalysis wmost codes were reducsd to simple
dichotomies by combining adjacent categories.

*  Heading vefers to Section from Policy Questicanzire,
*% Refers to f{tems withia Questionnaire Sections,

r.Other (epecify):

Code

Prime; 2 - Sub; 3 - Equal

A et &

1000 ar fewer: 2 « euver 10NN
508 or fewer; 2 - over 500

none above 10 oillion

arl s

none above 100 million
above 100 mililon

pre-1950; 2 -« 1951-'56; 3 - 1957 or late:

NASA, Houston

NASA, other or unspecified

TSR L D

- st
Llr




Policy Questionnaire -~ Final Code

E

¥ 3

1I. Contractor Organization (B) g ¥
Item Code >é

5 (Comm/Govt.,Separstlon) : 1 ='No; 2 - at least partiq} separation :

- 21a (Chief Fagotiator) : 1 - Contracts, marketing or business mgmt

r

2 -

2
e

3.
11b (Regotiation Team)

Docs the negotiation team include

a, Pinancfal Personnel B
b. Pricing &/or Estimating : 1 -
Specielists

.
-
]

c. Technical Specialists

.
o
[ ]

d. Contracts Perconael (if
not chief negotiator)

..
—
]

e, Preogram/Project Manager
(if not chief negotiator)

f. Legal : 1 -

i" g. Other (specify; : 1 -

14 (Contract Administratiocn: : 1 -
Incentives)

2 -

i5a (Level of Awarenese) P

15b (Means of Induncing Awareness)
As means of inducing awareness does

a,Detailed briefings &/or reviews : 1
whether written, oral or bnth

b.Contract-based program planning : 1
budgeting, etc,

c.Unformalized supervisory/mana-
gerial communication (including : 1
~,  distribution of mcmos, news- ;
letters, etc.)

4 .- ”
od R A T R Vioob ﬁ

4

Program, Project, or technical mgmt

Other: -

Yes; 2 - No or doesgn't say

Yes; 2 - No or doesn't say

Yer; 2 - No or doesn't say :

Yes; 2 ~ Ho or dcesn't say 1
Yee; 2 - No or doesn't say

Yes; 2 - No or doesn't say
Yes; 2 - No or doesn't say

NO
Yes, closer monitoring and control )
re ircentive formulas or opportunitiea

s

no lowir iﬁln working-level supervisig

full worhfag level avaceness g

a.

R mention

Yes; 2 - Ko or doesn't mention

e L Bkt

- Yes: 2 - No or doesn't say

v

L.

3

]

Yes; 2 -~ No or doesa't say

' ik
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Policy Queationnaire - Fina!l Cone

Pl

.""/‘f?:- T
i Production contra~ts

\1’

5
e ¥ -~

17 (Incerntives affect Resource
Allacation)

18~ {Hse of incentives. subcon~

tracting)

‘tplab (Rationale)

rar

198 {Constraints impos %d)

Are any of these comstraints irmpoased " -

v . P
*168 (Avarencss of Incentives).

’
3 v

+ 2 - Indece motivating, ewpivisis on oovooIminet

t 4 - Other (specify):

8, Few or no constraints are

imposed:
cthers ¥, inapplicable)

b, -Require access to plant & pre-

delivery inspection rights

eV
“ro
)

. '13c (Differences between F&D ys Produc
" Are there differsnces in the level

1

& W

3 ~ Distribute risk more equicebly

If code yes, code &l

1

tion)

-

-
¥

- No; 2 - Yes AW

]

-

—tYesﬁ 2 - Nc, constrainte ave fmposecd

>,
i)

- Yes; 2 - No, or deesn’t say -

£r:d extent of smiceness betw~en RE&L ys

-~ r R e TS T LD S v g me v BTRGY
LT A R |
. ~ -~
. S Iz
- ‘-
. AR 4
-t - .
. l'\\ Al ’
o . -3 4
. - s - ﬁ
'
. ~ i
- ’ Y

2
3

LY T

e

'y n

abatfied.

Incentive structure coscribed in
giueral or selesctively

o

K

Iucencive afivucturs described in detail

Projzct monlcoied in ve inceantive
gt ousture, with pericdic review meetings

v el s S

R I

Yo sttemp: «6 sake contract form knwwn

. -

LI

Awsreness is Iatended to cxzerd generally:
or without specific restricrion

3

) i
Ararenene 18 ioduced o some selective U
basieg §
- 3

Yoesa’t gay or varles s

Inaprlicsble {code here if 160 is coded &4,

3

No,sziaimally-? - Yes . "

s
- Su
[

"

Ne; 2'-(Yes, Frzqééucly; 3 - Yes, inrveq:

To icduce generalized motivatiem, or

opevational discipline «- to insuTe work |
receives stteatisa of mgmt -~ {Include °
concerns with il aspacte cf performance);

3

quality and/or delive.y i

]

s
{ 4
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Policy Questiconnzire - Final Form - iy

Jah B e M St

c. Approval & monitoring of work
plans, operating procedures,
perforrance, etc.

.
-

~ Yes; 2 ~ No cr doesn't say

d el S50 il A S,

> d. Reporis & sccess to records re : L - Yes; 2 « Ne or doesn't say
L costs (especially iabor & .
material) E
. . : e¢. G. & A., burden, etc., ceilings : 1 - Yes; 2 - No or doe n't say X
' imposed
f. Other (speciry): + 1 <" Yes; 2 - Mo or doesn’t say

196 (Reticnale for Constraints) :
| Ae a rationale for Luposing constraints, does R mention

At il ol Kbk ta kb s b e R Y

a. Terms of primc contract : 1 - Yes; 2 - No or doesn't say
b, Prime‘s anzlysis of eritical
needs in addition to or : 1 - Yes; 2 - No or Goesn't say
asnayrtely from terms of
ptime contract 3
) ¢. Supplier's past record : 1 - Yes; 2 - No or doesn’t meation .
i
d. Negotiation or mutual .
agreement : 1 - Yes; 2 - No or doesn't say 3
e. Other (specify): _ : 1 =Yes; 2 - No or doesL’t say p
19¢ (Differcnces re FFP) : 1 - Constraints largely eliminated y
¢ ' 2 - Constraints reduced, but not ) .
eliminated ' 1
3 - Othker (specify): ‘ 3
20 (Staudard list of subs) : 1 - No ’ . ]
N 12 , 3
2 . Varies with item or sarvice (emphasis is
on cuxpetition for off-the-shelf items, 1
~ . otherwlse best scurce) or give important !
weight to past performence iu source i
gcelectiom, %
3 - Yas (at least for followon work within 2 2

. h , i . program or so long as remsin competitive)

i

o
]

Other

‘ e | | | o : %
o _ ) 3
i
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‘Policy Questionnaire - Final Code

el Ll

. Section 3. Attitudes, Perceptions, Motives re Government Contracting (B)

Item p Code ' %
2Lem 3% . . -—f__ %
6 (T;ends in emphasig) : 1 - Morz; 2 -~ Less;, 3 - No change 3
? 7 (Optimal mix - Govt./Comm.) :1-175 e% more &, (use highest figure 2i:ed)§
2 - 50-74 d
3 - 25-49 ’ 5
4 - under 25% b. (code second time using
lowest figure cited) :
13 {Contracting Goals) : 6 - Essential ‘ i
e eees i
S < Teulmable
1 - Nejther -- (Code ommizsions as '"1°)
Scale each of 9 items
13a (Tinzcclal Goals) : S, e, 8, 1) ;
13b (Performance Goals) : £(b, ¢, £) |
13¢ (Relationship Goalis) : % (d, h -~ reverse scoring for d) %
20 (special policies re contracts) : 1 ~ No; 2 - Yes %
(20a and 20b are omitted) 1
§ (Instrumental valune of R&D) : 1 Less than %; 2 - Morc than % }
Section 4 - Wage Incentives (B) 4
21a (Recipients) : t 1~ ng plan’ » %
2 - cnly mg&t 3
3 -~ all levels |
4 - others
. 21b (Criterion of awagg) _ ' 1 - awards dolggg relate to individval effort %
i ' 2 -‘awards do 1elate to individual effort é
i ' (whether or aot also relate to group effort
: - 3 - Other: %
7 Y - Nét applicable (code here if 2la zoded "l"g

w
-

{,...u.u:.\.. wesdnty
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Policy Questionnaire - Final Code

Section 5. Income and Expenditures (C) (Items 1 - 15 omit

: Ttem : Cade

; 16 (Functions of Profit) : Por cach assigr rank as score
i? 17 (Going out Profit)
2 Sales : 1 - 3-5%
: 2 - 6-8%
‘ 3 ; 9% or more
- ROX %‘& : 1 - 15 or less
y £ 2 - over- 157
; 18 (Low Profit Bonndary)
E Sales t Record figure cited by respondent
- ROL
; (High profit boundary)
} Sales : Record figurc cited by respondent
? ROL
5 Section 6. Organization Features
f Ltem Code
5 Al (Emp oyees) : 1 - 12,006 or more
self : 2« 2,000 ~ 11,999
parent : :+ 3 - fewer than 2,000
A2 {Snles) : 1~ 325 willion or more
self : 2 - 75-324 million
parent : 3 - less than 75 million dollars
A3 (R&D) : 1 - Over 75 nillion
2 « 15-75 million
3 - 3i-15 million
4 - less then 1 miilion dOllafS:j
e '.
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Policy Questionneire - Final Code
A4 (Govt/comm mix)

gelf
A& (Govt/comm mix)

parent

r.
A5 (Location)

*A6 (Stockhnlders)

o
P
-

A7 (Buginess)

Cl6a (Investment level: Capital)

Cl6b (Yuvestuent level: Personnel)

Cléc (Iavestment level: Total)
Section 7

Item

1-19 {Tndividual items)
a, Current Status

b. Futura

¢, Govt, Deperdence

d. Market Prospects

e, Gen., Finan, Health

- e . = - S

80% or wore govt.

less than 8CG) govt.

over 807 govt;

2 - 51-807% govt.

3 = 26-50Z govt.

. & - less than 257 govt.

[

[
L]

. .t
()] (9] -
]

M M N M M

omit

RN

1 - 0-1000

2 - over 1000
Aereospace and Blectronics
2 ~ Other manvfzcturing

3 - Technical, engineering, support
services, and other

- lower
same

- higher’
1 - lower

3 - same

6 = higher

£ (6, 16b)

t".

. Code

S.core each 1-6 (28 per scaie)

(8,9,11) Reverse scale, item 11
(2,7,9,17)
{13,15,16)

(1,3,4,6,8,10,12,14)Raverse scale, items]

(2,7.9,11,13,15,16,17,19)Rev.scale, item
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